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re Although, constitutionally, the proyinces have the jurisdictional 
authority to legislate with respect to education "in and for each province," 
under section 93 of the B.N.A. Act, the federal government, through the 


exercise of the "spending power," has had a considerable financial involve- 


ment in post-secondary education. 


ap A review of certain political and economic realities in Canada 
suggests that the federal presence has arisen out of several factors: 
a) the desire of the federal government to safeguard ''the ational 
interest"; 
b) the desire for a reduction of regional inequalities in income and 
social and economic opportunities; 
c) the imbalances between constitutionally-designated responsibilities 
and allocated resources, leaving the provinces in a serious 


financial predicament. 


3a The post-secondary education fiscal transfer is comprised of four 
parts: a tax abatement of 4.57 points of the personal income tax; a tax 
abatement of one point of the corporate income tax; associated equalization 
payments; and a cash adjustment payment equal to the difference between the 
greater of 50% of the total operating expenditures within a province or, 

in the case of Newfoundland, Prince Edward Island, and New Brunswick, $15.00 


per capita grant along with the tax abatement and associated equalization. 


a. When the arrangement was first implemented in 1967, it was intended 
to provide an unconditional fiscal transfer to the provinces in the form of 


tax credits and associated equalization payments. However, rapidly escalating 
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expenditures in this sector outstripped the growth of reyenues through 
abatements, and adjustment payments, which are of a conditional nature, 

have become the significant feature in the post-secondary education fiscal 
transfer. As a result, a need has arisen for a renegotiation of the arrange- 
ments. The provinces are concerned with the revenue imbalance and the 
budgetary Wi svorttone attributed primarily to the conditional nature of the 
adjustment payments, and are seeking additional tax abatements to improve 
this position. The federal government, on the other hand, is concerned 
primarily with rapidly escalating expenditures over which it has no control, 
and it appears to be searching for a new approach to financing post-secondary 


education. 


aie The existing financial arrangements were extended until March 31, 
1974, with a 15 per cent federal expenditure guideline; in the interim, it 

is imperative that there be intensive federal-provincial consultation to 
develop a formula acceptable to both levels of government. From past ex- 
perience, there is no assurance that the provinces will be involved in policy 
formation at an early stage. Ottawa has been more inclined to listen to 
provincial views after a policy has been developed. Moreover, the historical 
record would indicate that the eral nove have seldom been able to develop a 
consensus position which allowed a concerted input into the development of 
policies. Recognizing this, the Premiers' Conference (August 4 - 5, 1972) in 
Halifax directed the provincial ministers of finance and education to meet 
jointly for the purpose of discussing and reconciling the provincial positions 


towards the financing of post-secondary education. 


6. In preparation for this meeting, a major paper (attached) has been 
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eared tracing the hitecor teal, political, and economic yariables inyolyed, 
and presenting a number of alternatives to the existing arrangements. While 
there is a wide range of possible alternatives, in the interests of achieving 
a viable solution, major emphasis has been given to those which involve 
incremental adjustments to the Fiscal Arrangements Act rather than those which 
would require a total re-adjustment in federal-provincial relationships 
through such means as constitutional reform. Therefore, major consideration 
has been given to those kinds of alternatives based on the following: 
a) Positive adjustments to The Federal-Provincial Fiscal Arrangements 

Act (1972). Alternatives have been proposed which essentially 

involve one of the following adjustments: 

- the provision of hope tax room at the bottom for the provinces 
by separating the federal and provincial taxes and linking them 
to the same income tax base; 

- the continuation of current arrangements with expenditure guide- 
lines; 

- modifications to the equalization formula. 

b) Trade-off positions arising out of changes to the Act; that is, the 
provinces and the federal government might consider an opting-out 
arrangement whereby the meee would receive a personal income 


tax abatement of five points and the associated revenue equalization. 


Tie In addition, there are other types of considerations which may be 
raised in the forthcoming negotiations on post-secondary education. If, for 
example, the provinces adopt a joint position maintaining their existing 


jurisdiction in education with an increased transfer of resources, then it is | 


(boy tern alate» alensisie at cfaotsiteg , Taodvede 
tiie. iil siti Sng ily) ik osbcains an 
gvivahios Rare aavetnt ‘pe HE eévidaateata a 


EWAN OITA Teoaey a Mnc eRe Se ad ant al arnstttautba are ft 


Ji 


SH0Ent Isncerny visser binew anontivesd, ais vderiodw asd 


SSOLIFAELewps » 


Od WAM role onckanys ain 20 seq? Yed¥e e6 ovelly «Hots thba ot 
yo} =. ‘of 


» ees. tol) 38 


% 
-~ 


€ 


fv 
his 


ov LONE Colder woe) Oa ner hy weed whit adenslane 
17° tiisld 90th 2- 30) AdimeehA Essett: ofa a -s 


E i 4 
Peqatantoy. lint SIS aR at “inamentba-os, aon 


aedbFene> 29F aw |S eet eaotax leno sudtdando as By « 289 a 
(uh ofa o¢-baend L ek Sierra La te whats peouti it 


tiodehe dots bacilli need. avad suiedaiiad th : 
‘rom tevtin goltwolle? att. to sno ov 


yey sat | godzed oly de moos XA stom Io cua das oda = ae . 


We wi 


Cy : 
i By A 


sah ters i Boxe? Lakonbeore Ae tprabed oda anisisagon | ‘ 
ieand xaa parent pens oda o9” 


} ie 
Thaewes COW ahi ile! igers6a we eobuat sane ET) is 


; be ee iW 

so onan 99 “wat 9601828 a 

bid j 29 ody od flohtindier Rime due etaten seatirncy, ae-eba hy 
gakiqo os <nbtedon adeee 2rrmwuedeg lanisbet W9_ fon i 


bi toowam ots Die «inteq avi} to sasnsieds xed 


an i a 7 ‘ 


Doo Vrkbroeseog Gal etek seh + vas gihvantred | “a 
PPorclcn shoo yrkakegithen, nob beng Sab 4 Yeahs Sah 
“vow 20 inns? bseennamh te fiakw nevansits 


conceivable that the federal government in pursuing its national objectives 
might initiate a proposal embracing various areas of post-secondary education 
not now included in The Federal-Provinctal ‘Fiscal Arrangements Act. In order 
that existing arrangements be altered and a viable national compromise 
reached, the provincial governments may find it necessary to bargain with the 
federal government and "trade-off" certain responsibilities in education, such 
as post-graduate education, university research, student aid, and foreign 
students. These areas and how they might be employed as "trade-off" devices 


are discussed in the appendices to the major paper. 
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ALTERNATIVE ARRANGEMENTS FOR THE FINANCING OF 


POST-SECONDARY EDUCATION IN CANADA 


I. THE PURPOSE 


The purpose of this preliminary document is to develop an 
information base to assist with the development of positions that 
the Ree ince of Alberta might consider vis-a-vis the financing of 
post-secondary education in Canada. To accomplish this task a 
broad framework of material is provided which includes a general 
analysis of federal-provincial fiscal arrangements and a specific 
assessment of the political and economic implications arising from 
the present arrangement for financing post-secondary education in 
Canada. 

No attempt is made to define an Alberta position. On the 
other hand, various alternatives are presented with the intention 
of assisting informationally and strategically in the development 


of an acceptable formula. 


EL. BACKGROUND 


Although, constitutionally, the provinces have the juris- 
dictional authority to legislate with respect to education "in and 
chy each province," under section 93 of the B.N.A. Act, circum- 
stances have developed which have led to considerable financial 


assistance from the federal government to post-secondary education. 
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The existing financial arrangements have been extended with some controls 
on federal expenditures until March 31, 1974; in the interim, it is 
imperative that there be intensive federal-provincial consultation on the 
frermalattba of new arrangements so that provincial interests in higher 
education can be readily identified and adequately taken into account in 
the implementation of a viable successor policy. 

Constitutional questions aside, an increasing number of economic 
pressures applied to cost-sharing programs, the most important being ex- 
panded costs, has resulted in the adoption of fundamentally opposing 
fiscal positions by the federal government and the provinces. Provincial 
demands centre on obtaining additional tax room, preferably in the form of 


income tax abatements. This represents an attempt by the provinces to 


Lu 


obtain complete jurisdiction over programs, through incrcased spending 
power, and in Aca’ to remove exthieuee budgetary distortions attributed 
to shared cost ventures. On the other hand, the federal government is 
determined to maintain its fiscal position not only to regulate the nation's 
economy but in order to assist in programs involving a national interest. 
Above all, the central government is not prepared to give up tse ocaeesive 
income tax through additional tax abatements. No doubt, to develop a com- 
promise position, acceptable to both levels of government, an appraisal of 
current federal-provincial fiscal relationships is required. The urgency 
of the assessment is spurred by rapidly escalating costs, particularly in 
the education and health fields. 

| In order to develop an acceptable formula, the basic differences in 
federal and provincial positions must either be compromised or removed. To 
do this, attention must be given to a number of difficult. questions. 


A. S. Rubinoff, Director of the Federal-Provincial Relations Division of the 
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Federal Department of Finance in Ottawa, stated these questions rather 
succinctly in an address given at Banff in March of 1972: 


The different amount of transfers, on a per capita basis 
through each province, possess some awkward problems in 
the development of any new formula for fiscal transfers 
to the provinces, should this be the approach continued 
following the termination of the present fiscal arrange- 
ments, should the per capita transfers be made identical 
across the country, irrespective of the particular 
choices that provinces had made respecting their priori- 
ties for post-secondary education? If so, does sucha 
solution penalize those provinces who are spending above 
the national average, or is it punishing them for having 
systems of education that are too expensive. If the 
present type of transfers based on actual costs is conti- 
nued, is there merit in the argument that the lower- 
spending provinces are being discriminated against, and 
that there is a form of negative equalization which they 
have to accept? Should the federal government try to 
insure that unconditional transfers of equivalent value 
across the country were, in fact, being used for educa- 
tional purposes without infringing on the rights of the 
provinces to make decisions in the area of education and, 
if so, how? Is it realistic to expect that the federal 
government could revert to the pre-1967 type of arrange- 
ments with direct per capita grants to institutions? 
What mechanisms, if any, should be developed to control 
the rapid rate of increase in expenditures at post- 
secondary levels? 


No simple solution would appear to satisfy the wide ones of 
questions posed by Rubinoff above. A direct transfer of identical tax 
credits to satisfy present aohae results in tax abatement irregularities 
between the provinces and raises some important questions regarding the 
recuse) Would equalization and adjustments be continued. If so, has 
the basic issue been resolved? 

More importantly, in order to develop a formula which is accept- 
able to both the federal government and the provinces, consideration 
must be given to a number of political and economic realities. The 
following sates of the historical, political, and economic variables 


of fiscal federalism is directed to this task. 
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Pin A HISTORY OF FEDERAL~PROVINCIAL 
TAX SHARING ARRANGEMENTS 

The social and technological developments of the post-war period 
have altered substantially the roles of both the federal and provincial 
governments. The role of the provinces has been enlarged by an increas- 
ing public demand for new services in areas of provincial jurisdiction 
such as education, health and welfare, urban development, resource devel- 
opment and transportation. However, federal occupation and dominance in 
the personal income and corporate tax fields severely limited the capacity 
of the provincial governments to meet these increased expenditures. 

With its involvement in World War II, the Canadian Government pre- 
vailed upon the provinces to refrain from imposing personal income and 
corporation taxes in return for fixed annual payments. (Although this 
arrangement was originally intended as a temporary wartime expedient, it 
established a pattern which was not really altered until 1962.) From 1941 
to 1962, the use of personal income tax by the federal and provincial 


governments was guided by various tax rental agreements. 


Tax-Sharing Arrangements Act (1957-1962) 
The Tax Sharing Arrangements Act of 1957-62 was, as mentioned pre- 


' viously, a continuation of the previous tax rental agreements. However, 
the federal payments were made in three parts: 
1) a basic payment to each participating province consisting of 
the equivalent of 10% of the federal personal income taxes 
collected in the province (this was changed to 13% in 1958); 
9% of the corporation taxable income and 50% of succession 
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2) an explicit equalization payment, whereby each province was 
to receive an unconditional equalization payment equal to 
the amount necessary to bring its per capita yield from its 
share of tax rental payments up to the weighted average per 
capita yield for the two provinces for which the yield was 
the highest; 

3) A, stabilization payment to ensure that no province obtained 


less than it had under previous arrangements. 


Throughout this period, Ontario chose to rent only the personal 
income tax field to the federal government, and Quebec chose to impose 
its own taxes and did not participate in the rental agreement, accepting 


only the unconditional equalization payment. 


Federal-Provincial Fiscal Arrangements (1962-1967) 


The tax rental system was discontinued in favour of tax collection 
agreements. Under this legislation, the federal personal income tax abate- 
ment (reduction), by which the federal government Maia available to the 
provinces a certain percentage of the tax, was set at 16 percentage points 
in 1962 to be increased by one percentage point until 1966, when a provin- 
cial tax credit of 20% would be allowed. The corporation tax abatement was 
set at 9%, and the provinces were given a choice of accepting 50% of 
federal estate tax collections or an abatement of a similar tax. 

A change was built into the equalization formula as well. The basis 
was changed from the average of the two provinces with the highest per capita 
standard tax yield to the national average of the yield from the standard 


taxes plus 50% of a three-year moving average of the yield from provincial 
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natural resource levies.* Prior to the implementation of this new 
formula, Alberta had been a net receiver of equalization payments; 
when natural resource revenues were introduced, it suddenly became a 
"have" province. 
As before, Quebec elected to collect its own income taxes and 

continued to receive the extra 1% abatement of the corporate income 
tax, which it had been receiving since 1960, in lieu of per capita 
federal grants to universities. 

These fiscal arrangements were something less than the provinces 
had Eeneovad and had the effect of triggering provincial tax changes as 
sales taxes and increases in gasoline and fuel taxes were implemented 
across the country. 

As certain provinces, notably meee. expressed dissatisfaction 
with existing financial arrangements, a number of modifications were 
introduced in the fiscal relationship between the federal and provincial 
governments in 1964 and 1965 following federal-provincial conferences. 
A further withdrawal of 2% from the personal income tax was offered by 
the federal government for 1965 and a further 2% for 1966, so that the 
total withdrawal by Ottawa was 24% for the 1966 tax year. 

In addition, in response to Quebec's displeasure with federal- 
provincial shared-cost programs, legislation was passed in 1965 under 
the Established Programs (Interim Arrangements) Act, 1965, authorizing 
the "opting out" arrangements whereby the federal government offered to 


all provinces the option, up to October 31, 1965, of contracting out of 


* As a result of a 1963 federal-provincial conference, the 
formula was changed back to reflect the average for the two highest- 
yield provinces, but with a deduction for natural resource revenues 
applicable to provinces with above average per capita revenue from 
this source. 
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certain shared-cost programs which involved a fairly large annual expendi- 
ture. The participating province would be compensated by an additional 
federal abatement of the personal income tax, amounting to 20 percentage 
points. The abatements would be equalized; that is, an equalization. 
payment would be made to a province whose per capita yield from the abate- 
ment points was well below the average per capita yield from the same 
abatement points on the two highest yield provinces. 

Quebec alone elected to "opt-out" of hospital insurance, public 
assistance and other established: programs at that time. Although the 
other provinces on occasion were dissatisfied with particular federal 
actions, there was, apart from Quebec, little sustained provincial concern 
about the overall impact of joint programs and little unified opposition 
to their extension to new matters within provincial legisiative jurisdic- 
SON. A number of provinces, among them Ontario, Saskatchewan, and 
Alberta, have since indicated they would be prepared to accept this kind 
of arrangement provided that a suitable transfer of tax room could be ne- 
gotiated. However, the offer is considered by the Federal Government to 


have lapsed. 


Federal-Provincial Fiscal Arrangements, 1967-1971 
The Federal-Provincial Fiscal Arrangements Act, 1967, provided for 


a number of significant changes in the structure of federal revenue trans- 
fers to the provinces. The federal abatement of the personal income tax 
was raised to 28% of federal tax payable and the abatement of corporation 
income tax was increased to 10% of taxable income. Whereas earlier abate- 
ments by the federal government to provide taxing room for the provinces 


had previously been unconditional (with the exception of the Established 
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Programs [Interim Arrangements | Act), the extra 4% of personal income 
tax and 1% of corporate income was linked to expenditures for post- 
secondary education. 

In addition, the equalization connote was expanded by relating 
it to all provincial sources instead of the "standard" taxes and natural 
resource revenues. 

These arrangements marked the beginning of a new phase in the 
federal-provincial fiscal relationship, for, in the negotiations preced- 
ing them, the Federal Government announced that it would not agree to 
ae reductions in the federal income tax (by means of increased tax 
abatements) so as to give the provinces more "tax room" with a minimum 


of political risk. 


Post-Secondary Educational Fiscal Transfer 


In 1967, the Federal Government changed its method of assistance 
for post-secondary education. Direct aid from the federal government to 
colleges and universities was withdrawn and provision was made, under 
Part II of The Federal-Provincial Fiscal Arrangements Act, 1967/7, for tax 
revenues to be transferred from the federal to the provincial governments. 

The post-secondary educational fiscal transfer consists of four 
parts: 

1) abatement of 4 points (old tax system) of personal income tax, 

2) abatement of one part of corporate income tax, 

3) associated equalization on the tax abatement to ensure that 
all provinces receive per capita revenues equal to at least 
the national average with respect to these abatements, 

4) a cash adjustment system equal to the difference between the 


greater of 50% of the approved operating expenditures in post- 
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secondary education, or, in the case of Newfoundland, Prince Edward 
Island, and New Brunswick, $15 per capita and the tax abatement and 
associated equalizing. Operating expenditures were defined under 
the Act to exclude capital costs such as depreciation, specified 
rent, interest and repayment of capital, and were net after deduct- 
ing student aid and certain revenue items. 

This method of financing for post-secondary education was 
intended to prevent any suggestion that the Federal Government was 
imposing priorities upon the provinces inasmuch as the transfers 
were unconditional additions to the general revenue fund of the pro- 
vince, out of which funds were paid the costs of post-secondary 
education. 

In any event, the post-secondary education fiscal transfer 
was a distinct departure from the previous financial arrangements 


for higher education. 


Federal-Provincial Fiscal Arrangements, 1972 


In three major federal-provincial conferences July 13 - 14, 
November 1 - 2, and November 15 - 17, 1971, the eleven governments 
worked out revisions to the 1967 arrangements to provide the basic 
framework for federal-provincial fiscal relations for the next five 
years. These consultations resulted in the introduction of Bill 
C-8, The Federal-Provincial Fiscal Arrangements Act, 1972, in the 
House of Commons on March 1, 1972. The new Act has seven separate 


parts dealing with the following topics : 
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10. 


Le Equalization 

bale, Stabilization 
yi Collection Agreements 

EV. Revenue Guarantee 

V. Transfers regarding federal tax on distributions of 

accumulated corporate surpluses 

VI. Post-Secondary Education 

VIL. General -- concerning regulations and amendments to 


the established Programs (Interim Arrangements) Act. 


Part I of the Act extends the 1967 equalization system for 
another five-year period from 1967 to 1972. The formula has been 
basically unchanged but has been extended to take into account 
three additional provincial revenue sources, bringing the total. 
monher to nineteen. 

Under the provisions of Part II of the Act, the federal 
government guarantees that any province which experiences a decline 
in its revenues from the previous year (assuming there are no pro- 
vincial tax changes) will have that shortfall made up by the federal 
government through a stabilization payment. 

Part III of the Act authorizes the federal government to con- 
tinue to enter into tax collection agreements with the province in 
respect of the personal and corporation income taxes, and provides an 
element of flexibility for the provinces, enabling Manitoba and Ontario, 
for example, to provide an individual income tax credit through federal 
‘pet collection machinery for residential property tax paid. In addi- 
tion, the Act empowers the federal government to enter into agreements 


with certain provinces to collect succession duties and gift tax for a 
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three-year period. 

Part IV of the Act provides for a five-year guarantee in 
respect of personal and corporate income tax revenue derived by a 
province under the old income tax system, that is, the federal 
government guarantees the provinces that their total revenues from 
the revised income tax system will not be less during the next five 
years than they would have been under the existing structure, based 
on provincial tax rates converted by 30.5/28.* 

Part VI of the Act extends until March 31, 1974, the exist- 
ing fecal arrangements for post-secondary education, with the pro- 
viso that the national rate of increase in the federal contribution 
cannot increase by more than 15% per year, although some provinces 
may go above this limit and others below. | During this two-year 
interim period, federal-provincial consultations are to proceed with 
a view to devising appropriate longer-term arrangements. 

In the final section of the Act, Part VII, the federal govern- 
ment is authorized to extend until 1977 the existing arrangements with 
Quebec with regard to opting-out of specified ee programs. 
Under the new Act, however, the 22 points of special abatement previ- 
ously provided to Quebec have been converted by the factor of 30.5/28, 
resulting in a special abatement of 24 points for Quebec. 

It is significant that several arrangements provided for in 
the Act are short-term and must be reconsidered within two or three 
years' time. This is partially due to the uncertainty surrounding 


the revised tax system and the reluctance to make long-term commitments 


*To receive the same amount of revenue from the smaller tax base 
under the reformed income tax system as they do under the previous base, 
the provinces would have to levy their personal income tax at rates above 


their previous rates. The federal Minister of Finance declared that a 
conversion factor of 30.5/28 would raise the same revenue. 
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in areas where costs have grown rapidly. These short-term arrange- 


ments would seem to presage major intergovernmental activity in 


fiscal relations in the next five-year period. 


IV. CANADIAN FEDERALISM 


Current Bieebeions 

The dramatic upsurge in the significance of the functions 
assigned by the B.N.A. Act to the provinces, since the end of the 
Second World War, has placed a great stress on the capacity of 
Canadian federalism. In the face of insistent demands from the 
electorate, all levels of government have become preoccupied with 
problems in education, health and welfare, and transportation, 
thereby precipitating fede Sas or ey inate! disputes about the locus 
of responsibility for them. 

The situation has been aggravated by the exercise of a 
device known as "the federal spending power." The B.N.A. Act, 
while unclear or incomplete in some areas, has been interpreted 
as providing a fairly explicit distribution of responsibilities 
between the federal and provincial governments. The spending 
power, however, has provided the central government with a resi- 
dual capacity which has tended to confuse this distribution. 
Through the exercise of the spending power which is based primar- 
ily on the federal Parliament's jurisdiction over "the public 
debt and property" and "the raising of money. by any mode or system 
of taxation," the Parliament of Canada can make payments to indi- 


viduals, institutions and provincial governments for any purpose 
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whatever. Thus, it can, by unilateral action, involve itself in 
matters which in the constitutional division of powers are the 
exclusive concern of the provincial legislatures. 

The most frequently encountered argument justifying the 
federal presence has been "the national interest," that is, a 
responsibility to safeguard and advance "the national interest." 
Further arguments in support of federal involvement are: a respon- 
sibility to reduce regional inequalities in income and economic and 
social opportunity; and the inability of some provinces to provide 
‘an adequate standard and range of necessary services under existing 


federal arrangements. 


Partly as a result of financial disputes, particularly those 


concerned with the spending power, and partly as a result of ferment 
in Quebec, disagreement between the central and provincial govern- 
ments, stemming from the imbalance between the allocation of powers 
and expenditure responsibilities, tended to increase throughout the 
1960's. 

The Federal-Provincial Tax Structure Committee, in 1966 and 
1970, underscored what a number of provincial governments had been 
repeating for years. It revealed that under the existing division 
of taxing powers and expenditure responsibilities, the federal 
government would command vastly greater revenue resources than it 
would require to finance its expenditure programs in the future. By 


contrast, it was projected that the provincial sector would continue 


LO 


to have an inadequate tax base to finance the burgeoning expenditures 


for services to people. 
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It has become evident that a remarkable shift had taken place 
in the role of the provinces in the post-war period simply in carrying 
out their "local" responsibilities -- responsibilities which have inclu- 


‘ded education, health, urban development, economic development, trans- 
portation, and so on. As a result of this shift, provincial expendi 
tures have sky-rocketed. To illustrate the general trend, in 1944-45, 
Alberta's total governmental expenditures amounted to $50 million. By 
1971-1972, they reached $1.2 billion. 

Efforts by both the provincial and federal governments to aug- 
‘ment provincial revenues, thereby enabling the provinces to meet 
accelerated expenditures, resulted in two developments : 

1) the application by the provinces of new forms of taxing or 

more extensive use of old forms; and, 

2) conditional and unconditional grants to the provinces from 

the federal treasury. 

In the first case, the provinces began to utilize more fully 
their substantial capacity to tax under the B.N.A. Act. Since the 
provinces are permitted to levy direct taxation within the province for 
provincial purposes, the provincial fiscal power has been almost as wide 
as that of the national government. Understandably, however, the 
provinces, fearing adverse political repercussions, have urged the feder- 
al government to vacate in their favour more of the fertile fiscal field 
of personal income tax. 

With respect to the second point, conditional grants and cost- 
sharing programs have been the dominant methods used by the federal gov- 
ernment in assisting the provinces to meet their financial responsibili- 


ties. In effect, these programs enabled them to encroach upon provincial 
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areas of jurisdiction. 

From the middle of the 1950's, the growing strains on their 
budgets made several provincial premiers more dissatisfied with cer- 
tain details of the conditional-grant system. These provinces 
expressed concern over the disruptive effect on a provincial budget 
aah results from the announcement of a federal program involving 
major tne by the province. They wanted the freedom to plan 
according to their own needs and to spend according to their own 
priorities. Moreover, they had come to resent the fashion in which 
shared-cost programs blurred the lines of jurisdiction and responsi- 
bility between the two levels of government. 

This rising volume of provincial criticism of conditional 
grants appeared to influence the thought and practice of national 
ace First, as mentioned previously, legislation was passed in 
1965 under The Established Programs (Interim Arrangements) Act, 1965, 
permitting provinces to opt out of certain shared-cost programs and 
receive federal tax Sear in lieu of cash grants. Despite the 
concern about shared-cost programs which was expressed by several 
provincial governments, only Quebec immediately took advantage of the 
federal proposals for contracting-out before the offer was considered 
by the federal government to have lapsed. 

Secondly, the federal government, since 1966, has indicated 
its intention to refrain from unilaterally entering provincial fields 
of jurisdiction through major shared-cost programs. At the meeting 
of the Tax Structure Committee in 1966, the Honorable Mitchell Sharp 


announced that Ottawa would move away from shared-cost programs. 
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Spending Power of Parliament, 1969, proposed a strong set of limita- 
tions on Ottawa's spending power. Ottawa would retain the right to 
make unlimited unconditional grants to provincial governments, thus 
providing a constitutional basis for equalization payments. But it 
would limit its power to make conditional grants in areas of provin- 
cial jurisdiction; that is, it would do so only if there was a 
"national consensus" as indicated by the votes of provincial legisla- 
tures. 

Although federal-provincial agreement could not be reached on 
this proposal, which had originally been prepared for the constitu- 
tional discussions, the federal government in the past few years has, 
for the bt part, refrained from launching new major shared-cost 
programs in areas of provincial jurisdiction. Nevertheless, many 
shared-cost programs established previously have continued and occupy 
a major portion of provincial budgets. 

It should be pointed out that there has been a significant 
transfer of tax resources in the last decade from the federal to the 
provincial governments. Notwithstanding these fiscal transfers and 
the series of adjustments in the federal-provincial fiscal relation- 
ship, however, the provinces' serious financial predicament has been 
largely unchanged and several provinces are seeking a larger portion 
of the Available tax fields relative to the federal government. 

An adjustment in the fiscal imbalance is presently being 
sought by Alberta in a proposal respecting health financing. Its 
view is that the question is a matter of provincial responsibility 


and that each level of government must assume full financial responsi- 
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bility for the programs and services it administers. In opposition 
to the federal offer of a restricted per capita grant, the Province 
is requesting that it assume this responsibility through a transfer 
of federal personal income taxes to pespimcdal jurisdiction, together 
with associated equalization.* 

It is anticipated that financial and political adjustments 
may have to be made in the area of post-secondary education adjust- 
ments as well, although direct federal involvement in post-secondary 
. education is considerably less than it was in the period between 1951 
and 1967. 

Direct federal assistance to post-secondary education via the 
payment of per capita grants directly to the universities had been 
initiated in 1951 in response to the eee: Commission's argument that 
the federal government could not fulfill its social, economic, cultural, 
international and political si csiieiin coe atat eae without involvement in the 
higher levels of the educational process. Although the Massey Commis- 
sion recommended "prior consultation with the government ... of each 
province," the implementation of this recommendation was ignored by the 
federal government and the payments were given directly to the institu- 
tions, ranging from a per capita grant of $0.50 in 1951 to $5.00 per 
capita in 1966-67. 

It is somewhat surprising that Quebec was the only province to 
express strong displeasure at being bypassed. Although the Quebec uni- 


versities accepted the grants the first year, the Quebec government 


* Alberta proposed to the Premiers’ Conference in Halifax that 
a transfer of 18 points of present federal income taxes to provincial 
jurisdiction, together with associated equalization, might form the 
basis for such an arrangement. 
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applied pressure on them to reject the grants in following years, causing 
the first major federal-provincial (Quebec) confrontation on this issue. 

In 1960, The Tax-Sharing Arrangements Act was amended to permit an arrange- 
ment whereby a pirewdines could receive a special one percent abatement of 
corporation income tax in lieu of accepting the federal grants, with an 
adjustment payment or recovery being made to render the province's receipts 
equivalent to the standard per capita amount. Quebec elected to accept 
this abatement arrangement. 

The per capita grants were terminated in 1966-67 and replaced with 
the fiscal arrangements described earlier, wherein the federal government 
provided the provinces with annual payments and abatements equal to the 
greater of $15 per capita, increased as the national cost of post-secondary 
education increased, or 50% of the operating cost of post-secondary educa- 
tion. The previous one percentage point abatement of corporation income 
given Quebec in lieu of university grants was withdrawn. . (Quebec's total 
abatement then became 50%: 28% under the standard arrangement, 19% under 
the opting-out arrangements and 3% as compensation for opting-out of the 
youth allowances program). 

What emerges from a close consideration of the arrangements is that 
there has been a lack of a consistent policy regarding the role of the 
federal government in higher education. Governments have often responded 
to events and pressures with programs which were hastily formulated and in- 
adequately considered. The challenge is before both levels of governments 
now to formulate long-term arrangements. 

Opponents of a continued or increased federal involvement can argue 
that the responsibility which is constitutionally that of the provinces can 


be met through an increased transfer of fiscal resources. Preliminary indi- 
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cations are that Ontario, at least, will employ this argument in the 
upcoming federal-provincial negotiations. In a statement to the 
Federal~Provincial Finance Ministers Conference in January, 1972, the 
Honorable Darcy McKeough, the unaasance of Ontario and Minister of 
Economic Affairs, argued that provincial occupancy of the high-growth 
personal income tax field should be increased in order, first, to 
allow provinces to opt out of the major shared-cost programs, and 
second, to secure a better basic balance between provincial expendi- 
ture responsibilities and financial capacity. The proposals for tax 
sharing and opting out advanced by the Ontario Government at the Meet- 
ing of the Ministers of Finance, January 31 - February 1, 1972, would 
involve a transfer of federal tax room to the provinces in the order 
of 29% of the total income tax field. 

Specifically, with regard to the post-secondary education 
arrangements, Ontario advanced the argument that an increased transfer 
of tax points for post-secondary education would enable the provinces 
to coordinate the program more efficiently so that they might exert a 
greater degree of control on the expenditures. 

The federal government has not, as yet, indicated its position 
on the financing of post-secondary education. However, in the Stand- 
ing Committee on Finance, Trade, and Economic Affairs (March 7), the 
Honorable Gerard Pelletier, Secretary of State, advised that the 
federal government, after studying preliminary data, believes that the 
present federal contribution will start to decrease; that is, that 
expenditures will be stabilized and begin to decrease in 1976-77. He 


further commented that ''we would no longer have to pay the difference 
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between the tax points and fifty percent of provincial expenditures, 


as, in many provinces, tax points would cover and even more than cover 
post-secondary teaching expenses." 

The historical record would shivdbte that in order to alter 
existing arrangements and adi ee a viable national compromise, the 
provincial governments may find it necessary to bargain with the 
federal government and "trade off" certain responsibilities in higher 
education. For instance, when existing post-secondary education 
arrangements were beidg worked out in 1966, the federal government re- 
pibaca the system of direct grants to universities by transfers to the 
provinces, to enable them to cope with the increasing costs of post- 
secondary education without unduly influencing the provincial budgeting 
or program cperation. At the same time, however, The Technical and 
Vocational nreigie Assistance Act, under which the federal government 
paid up to 50 percent of provincial expenditures on programs for train- 
ing Secondary school students taking technical training, and up to 75 
percent of provincial expenditures for retraining unemployed workers, 
was allowed to expire and was replaced by The Adult Occupational Train- 
ing Act, under which the federal government was to assume full responsi- 
bility for the training of adult workers, pay for their living allow- 
ances and arrange with provinces the necessary training. The provinces 
would be solely responsible for all "regular" education, including 
vocational education. But adult manpower training -- defined by Ottawa 
as an economic matter and therefore federal -~- would be a federal respon- 


sibility. 
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If the provinces wish to maintain their existing jurisdiction 
in education with an increased transfer of resources, then it is con- 
ceivable that the federal government in pursuing its national objec- 
tives might initiate a proposal which will embrace various areas of 
post-secondary education not now included in The Federal-Provincial 
Fiscal Arrangements Act -- such as university research, post-graduate 
education, student aid, and foreign students.* In other words, the 
treatment of research and graduate studies, and the options in funding 
students, both Canadian and foreign, may have important ramifications 
for the structure of finance of higher education, particularly in rela- 


tion to the federal-provincial positions. 


V. AN ECONOMIC ANALYSIS OF THE THEORY 
OF FISCAL TRANSFERS 


In this analysis an attempt is made to differentiate between 
the types of transfer devices used in a federal state -- and to describe 
their economic effects. The basic intent is to cast some light on how 
and when the various transfer can best be applied. The approach taken 
fits into the realm of the THEORY OF PUBLIC FINANCE. 

In public finance, the conventional economic model of utility 
maximization or rational consumer spending may be applied to illustrate 
the optimum level and mix for public expenditures. At this level mar- 
ginal social costs and benefits are equal for all public goods and 
services and under those ideal conditions, an extra dollar spent ona 
public good, like education, should yield the same benefit or utility 


to society as an extra dollar spent on another public good. 


*These aspects of post-secondary education and how they might 
be employed as "trade-off devices" are discussed more fully in the 
Appendices to this paper. 
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The problem of achieving optimum expenditures is a difficult 
one for individuals, and invariably becomes more complex in a federal 
state where the existence of more than one level of government compli- 
cates revenue structures. George Carter, in "Canadian Conditional 
Grants Since World War II," focused on this problem and concluded that 
the fiscal deficiencies among the provinces in a federal state, which 
provide the basic rationale for grant programs, are due to two main 
sources ; 

1) The constitutional division of taxing powers and expendi- 
ture responsibilities between federal and provincial 
governments becomes outmoded, leaving a definite gap 
between revenues and needs. 

2) Some provinces are resource poor and as a result have 
limited fiscal capacities, that is, the yield obtainable 
from a given tax base, divided by the needs for services 
in terms of cost, is not sufficient to provide a given 
standard of services. The result is services being per- 
formed at a below optimum level. 

The question for consideration in this analysis is which type 

of grant structure best conforms to optimum expenditure patterns ina 


federal state. 


Types of Grants 


As stated earlier, the remedy provided to overcome fiscal 
deficiencies is transfer payments from the federal government to the 


provinces. In Canada, three basic devices are used for this purpose: 


conditional grants, unconditional grants, and tax abatements or 
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credits. The basic thrust of conditional grants differs from the 
others in that strings are attached to the acceptance of those funds 
by the provinces. Presently, a large proportion of the Canadian 
grant structure takes this form. Notwithstanding, unconditional 
grant programs have increased rapidly in recent years. The basic 
implication behind unconditional programs is that through this trans- 
fer process the provinces are provided the freedom to exercise their 
own priorities in disposing of the transfer funds. 

Tax abatements maintain the unconditional features outlined 
euara and in addition provide a means of contending with future 
expansions. Revenues obtained through abatements rise as per capita 
incomes within a province increase. Most importantly, due to the 
high income elasticity of the personal fheone tax, abatements in this 
form are considered the most functional for provincial purposes. On 
the other hand, the federal government also places a high priority on 


this form of tax. This particular issue adds to the dilemma. 


Theoretical Effects of Government Grants 

The Carter analysis also provided a theoretical analysis of 
the effects of government grants. The following summary reflects the 
results of that study. The approach taken by that economist was to 
use micro-economic theory in order to show the effects of different 
forms of federal grants on provincial budgetary behaviour. Indiffer- 
ence curve analysis, which is normally used to explain consumer 
behaviour, was applied to government units. In this work Carter was 
guided by the assumption that governments behave as rational consumers, 


that is, they will select that combination of public services from 
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which the Erelbeet utility or benefit can be derived, given the budget- 
ary constraint. 

The analysis indicated that the degree to which federal grants 
altered the rape eee budgetary process depended largely upon the type 
of transfer instrument used. Conditional grants directed towards spe- 
cific expenditure functions have the effect of reducing the price of the 
service Pens orterad because, in effect, the federal subsidy has dimin- 
ished the provincial cost for the service. The lower cost to the 
province results in a substitution effect, where a relatively larger 
supply of that service is purchased, and less provincial revenue is 
available for other programs. This is often referred to as budgetary 
distortion, and is strongly objected to by most provinces because their 
spending priorities have been cast aside. 

The conditional grant also produces an income effect because the 
overall fiscal capacity of the province has been expanded upon receiving 
the grant, and a larger supply of all programs becomes possible. When 
there is no provincial matching requirement, only the income effect is 
evidenced. 

Unconditional grants, on the other hand, produce only an income 
effect, where again a larger supply of all programs is possible. Although 
tax abatements were not specifically dealt with by Carter in this analysis. 
it can be assumed that because of their unconditional nature only the in- 
come effect would be evident. 

Carter concluded that the proper solution was for the federal 
government to make unconditional and unrestricted grants to the provinces 


where fiscal incapabilities made it impossible to provide services at 
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optimum levels. However, this simplistic approach may disregard spill- 
over effects, equalization principles, and no real attention has been 
given to any efficiency criterion. It is primarily those factors which 


permit governments to rationalize the existence of grants-in-aid. 


Spillover Effects 


Expenditures made by governments are normally assumed to provide 
both private ot social benefits. When those benefits accrue to indivi- 
duals outside a government's jurisdiction, spillovers are thought to 
occur. This implies that the benefits of public goods are enjoyed by 
residents living outside that jurisdiction. Spillovers occur largely as 
a result of the collective nature of public goods. Paul Samuelson, the 
noted American economist, describes "a pure public good as something which 
people as individuals desire but ee cannot be provided through the nor- 
mal workings of the market simply because no one can be excluded from 
enjoying the service provided, whether he pays for it or not."' Education- 
al services are considered to be almost a pure public good because those 
services are provided in such a way that permits them to be consumed by 
all citizens. As such, spillovers are thought to exist in public educa- 
Eon. 

Educational spillovers are mainly attributed to out-migration, 
where students who are educated in one province earn their living in 
gnatheng In effect, provincial efforts to equate marginal costs and mar- 
ginal benefits are thwarted in this process. Where spillover losses due 
to out-migration are excessive, a sub-optimal fiscal position is achieved 


by that province and marginal costs will have exceeded marginal benefits. 
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Some of the spillover costs are determinable in public education 
and would include at least the following : 

1) Costs to the province in terms of the present value of the 

out-migrants' expected additional earnings. 

2) The direct costs of educating migrants. 

With respect to the above costs, at present details are lacking and a 
considerable research effort would be necessary in order to determine 
provincial positions. 

In Canada the foregoing: proposition is a contentious one primar- 
ily because of the federal controls imposed on services falling under 
provincial jurisdiction. In addition, measurement problems have not 
permitted an accurate assessment of how large the federal share should 
be. In view of those probiems and bearing in mind the pojitical reali- 
ties of Canadian federalism, the unconditional form of transfer would 
appear the most appropriate, despite any exclusion of efficiency stan- 


dards. 


Equalization 


The foregoing discussion of spillovers provides one rationale 
for federal optimizing grants in a federal state. Another rationale is 
provided by the position that services should be equalized among provin- 
ces. 

Equalization in its present form can be taken to mean "any 
fiscal adjustment scheme which is designed to remove inter-governmental 
disparities in revenue-raising activities." This proposition is based 


on equity grounds and satisfies the strongest argument for grants-in-aid. 
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However, if the objective is equalization of services, and standards of 
services among provinces are determinable, the appropriate grant struc- 
ture is conditional in nature.. 

Nonetheless, in Canada equalization is carried out through un- 
conditional grants, where inter-provincial disparities are taken into 
account. Under this arrangement, a degree of inter-provincial 
diversity is maintained, and this would appear to be more in keeping 
with the realities of Canadian federalism, although there is some con- 
cern that the unoondd tdombe equalization grant programs may leave 


something to be desired from an efficiency standpoint. 


Conclusion 

Three fundamental factors lend support to the belief that 
unconditional grant programs are appropriate for financing secondary 
education. 

1) The distorting influence on provincial budgeting caused 
by conditional grant programs is not acceptable to some 
provinces. 

2) The lack of accurate measurements of program standards 
and spillovers between provinces make it difficult to 
determine the federal share of conditional programs. 

3) The political realities of Canadian federalism lend sup- 
port to unconditional grant programs. 

Although present trends towards programs of an unconditional 

nature are desirable, where economic efficiency is given equal prior- 
ity with equity considerations, and where spillovers are measurable, 


conditional grants programs should not be written off entirely. 
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The foregoing establishes a case for unconditional fiscal 
transfers from the federal government to the province. Now the 
choice is between conditional per capita transfers and tax points 
or abatements. Tax points, as noted previously, provide an extra 
insurance in program funding with an expanding economy. However, 
there are a number of problems associated with the provinces 
receiving unconditional funding on this basis : 

1) There is the technical difficulty of determining the 
appropriate size of the tax abatement in order to pro- 
vide fiscal equivalence. This problem is further 
complicated because all provinces and not just Quebec 
would be involved and the value of an abatement differs 
widely from prevince to province. Adjustment payments 
would still be necessary.. 

2) Once the federal tax abatement is made unconditional, 
there is no guarantee that the value of the transfer is 
large enough to cover rising program costs. 

3) Compared to conditional grants there is ead eeerainty 
that program standards would be maintained. 

4) For new programs ee funds are directed from the 
oe Onn ae for specific purposes conditional 
grants are more desirable. 

5) A federal withdrawal from the personal income tax field, 
could weaken that government's ability to counter 
cyclical trends in that economy. Pertssdiiticult: to 
know what share of the personal income tax field should 


be retained for this purpose. In addition the joint 
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occupancy of major taxes requires a joint fiscal effort 
by the two levels of government to counter cyclical 
trends in the economy. 

6) If contracting out through abatements becomes an estab- 
lished principle it could prove to be a barrier to the 
launching of new programs in the future. 

7) If at some point program surpluses resulted from exces- 
sive abatements there is little likelihood that tax 
credits would be returned to the federal government or 
that this surplus would be applied to equalizing incomes 
among provinces. 

In view of these factors a more reasonable approach might be 
to modify the present structure or to adopt a totally different tac- 
tic to federal-provincial fiscal arrangements, ensuring that provin- 
cial demands for tax room are satisfied along with federal assurance 


that its priorities can be met. 


VI. .ENROLMENTS AND EXPENDITURES 
ON POST-SECONDARY EDUCATION 
Before proceeding with an analysis of fiscal transfers under 
the terms of The Federal-Provincial Fiscal Arrangements Act, some 
attention is given to the past and future operating expenditures on 
post-secondary education for which the transfers are directed. The 
statistical data presented in this section summarizes that provided 


in the Peitchinis Report. 
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Expenditures on post-secondary education have risen dramatically 
during the past decade. This increase has been largely attributed to 
three sets of interrelated factors 

1) Increases in enrolment; 

2) Increases in the price levels of educational goods and 

services; 

3) Increases in the quality and quantity of educational programs 

offered. 

Amongst these factors the increase in student numbers is judged 
paramount. This factor, according to Peitchinis, accounted for "between 
three-quarters and four-fifths of the average annual increase in operating 
Penal cures." This conclusion is similar to that reached by others deal- 
ing with the same problem in Great Britain (Vazey, 1958), and the United 
States (Hirsch, 1959). 

The expenditure pattern which emerged during the nine-year period 
from 1960-61 to 1969-70 is exemplified by the 480 percent increase in 
operating expenditures for all post-secondary institutions in Canada. In 
actual numbers the increase was from 230 million to 1,335 million and the 
average annual increase was 53 percent. When the expenditure ES Ne 
are apportioned on a per student basis the average annual increase in 
expenditures on post-secondary education was the more palatable figure -- 


+2 percent per year. 


INS Actual Enrolments — Total Post-Secondary Sector 


During the time period 1960-61 to 1969-70 the full-time enrolment 
in all post-secondary institutions in Canada increased by 187 percent. In 


absolute numbers the increase was from 165,348 to 474,418. Amongst the 
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provinces Alberta showed the highest rate of increase -282 percent, while 
Saskatchewan showed the lowest rate of increase - 103 percent.. Table IV 


depicts the enrolment changes during that decade. 


B. Participation Rates - Total Post-Secondary Sector 


A number of questions arise from the statistics produced by 
Peitchinis and others which show the participation rates among the provin- 
es in the 18 - 24 age group. This group represents the largest percent- 
age of post-secondary students. yet; in Alberta, the percentage increase in 
this age group was 265 percent, which is less than the aT rate of 
increase =—282 Percent. This would indicate that enrolments were increas- 
ing at a faster rate among other age groups in the province. In addition, 
Table V suggests that although Alberta's participation rates compare favor- 
ably among the provinces they are minimal when compared to American 
standards where the accepted figure is roughly 50 percent of the 18 - 24 
age group. The basic question which arises is whether or not the current 
level of participation in Alberta is acceptable, and if it is not, then a 
further escalation of expenditures on post-secondary education is required. 

As Peitchinis concludes, in 1969-70 only 19.3% of the 18 - 24 age 
group were participating full-time in post-secondary education, and although 
the proportions have more than doubled in some provinces, this simply means 


that participation rates were exceedingly low in 1960-61. 


C. Composition of Student Population in Universities 


When the university sector is viewed separately from other forms of 
post-secondary education the "Peitchinis Report" identifies a number of 


distinctive enrolment trends found in those institutions. 
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TABLE 1V 


Full-Time Enrolment in Post-Secondary Institutions 


’ by Province, 1960-61 and 1969-70 


Non-University Total Post-Secondary 


Sector 


University Sector 


In 
1960-61 1969-70 ea 


inc 
1969-70 rease 


NO. 


1960-61 " 1969-70 


NO. 


Nfld. 1,238 Suey, 1,443 1,747 6.608 a2 
P.E.I. 563 1,566 178 273 805 1,839.) 1 
RecSc. | 5,811 T4s149My as | 1,677 BO 2,525 S11 47,498. 5° 16,674 4 2 
N.B. 4,063 9260850037) | 1,338 ON669 401011), 40027" 12,297 8 1 
Que. 37,843 66, 752.846 122,415. PlM01,045 9351| 60,258 , 167,796.4 1 
Ont. 32,100 108,012 137 {16,671 £99502 431071 48,773.0 157,514.42 
Man. 6,259 %, 16,380. .162 | 1,764 2,878 63| 8,028.5 19,2584. 1 
Sask. 5,652 14,8108.862.| 2,568 1,872 27|- 8,220.8 (16,682.95 1 
Alta. 7,268 28,546 293 | 2,486 $0738 4b252| 9,755.4 37,284, 9° 2: 
B.C, 13,067 33,471 BveL56 5,003 14, 88h.) 938,474." 2 


2421165,348 474,418 1 
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TABLE V 


Full-Time Enrolment in Post-Secondary Institutions 
as Percent of the Relevant Age Groups 


in 1960-61 and 1969-70, by Province. 


Non-University | University - Total Post-Secondary 
| (percent of (percent of (percent of 
»rovince 18-2 age group) 18-24 age group) 18-24 age group) 


| 
| 
| 
) 
| 


1960-61 . w969=-70 _1960-61 1969-70 1900-61 awl 269-70 


léld. eet <b 348 
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' Beginning 1961-62 students beyond Grade 11 in secondary schools included in 
| non-university post-secondary. 


pOurce: 1960-61 From Zsigmond, Z.E. and Wenaas, C.J., Enrolment in Educational 
institutions by Province 1951-52 to 1980-81, Economic Council of Canada, 
Staff Study No. 253. 1969-70 from Study No. 2 prepared for this project 
(see footnote at beginning of this chapter). 
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Significantly, in most provinces graduate enrolments increased 
at more than twice the rate of increase in undergraduate enrolment. As 
. Table VI depicts, in Alberta graduate enrolment increased by 760 percent -- 
the highest rate of increase among the provinces. Newfoundland recorded 
the highest rate of increase in undergraduate enrolment - 307 percent, 
while Alberta was second and showed an increase of 269 percent. In 
actual numbers Alberta added 18,616 undergraduates and 2,662 graduate 
students in the period 1960-61 to 1969-70. 

Table VII depicts the changes in enrolments among faculties dur- 
ing selected years between 1950-51 and 1968-69. 

The most notable change in the distribution of students among 
faculties is the shift from professional faculties to Arts and Science. 
This was caused partially by restricted enrolments in law, medicine, and 
dentistry. In addition, the growth in absolute numbers enrolled in 


education faculties was attributed to the anticipated expansion of ser- 


vices at the elementary and secondary levels. 


D. Non-University Post-Secondary Sector 


During the period 1960-61 to 1969-70 substantial increases in 
enrolment were also evidenced in the non-university sector. The overall 
increase of 242 percent represented in absolute numbers an increase from 
51,484 students enrolled in 1960-61 to 175,968 enrolled in 1969-70. 

While Quebec recorded the highest increase amongst the provinces 
during the decade (351 percent), this percentage increase included grade 
eaelye students in that province. Alberta followed with an increase of 


252 percent. 
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TABLE VI 


Full-time Undergraduate and Graduate 


Enrolment, 1960-61 and 1969-70, by Province. 


Uncergraduate Gracuate 
- Increase Increase 


Province . 1960-61 1969-70 1969-70 | 1960-61 . 1969-70 1969-70 
1960-61 1960261 


1,205 4,909 
563 1,566 

Seas 13,114 147 
3,974 9,008 90 
35,862 60,196 eed. 
29,501 94,554 2,599 
"6,008 14,916 251 
5,442 14,124 210 
6,918 25,534 350 
12,210 30,298 857 


107,346 268,219 6,516 
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Es Enrolment Projections 


Current post-secondary enrolments are not consistent with projec- 
tions which have been provided in recent years. The trend towards a 
levelling-off in enrolments was not forecast and has educational planners 
somewhat baffled. However, in terms of population projections, there is 
no good reason to anticipate an absolute decline in post-secondary enrol- 
ment during ae decade. Moreover, if the stabilized enrolment trends 
continue it can only mean that participation rates are diminishing: 
whether or not this is a desirable trend is a highly debatable question 


which has been discussed previously. 


pve Enrolment Projections: Total Post-Secondary Sector 


Peitchinis estimated that enrolment in all post-secondary institu- 
tions in Canada will number 1,191,571 in 1980-81. This represents an 
increase of 114 percent over the 1970-71 enrolment figures. The increase 
is largely attributed to increased participation rates and an overall 
increase in the 18 - 24 age group, despite the proportional decline of this 
age group relative to total population. These figures show some minor 
variance from other pends (Worth, 1972), (Economic Council of Canada, 
1969), but the essential trends concur. 

Table VIII depicts projected full-time enrolments in all post- 
secondary institutions during the period 1970-71 to 1980-81, by province. 
The projections indicate that Alberta, along with Ontario and British 
Columbia, might anticipate the highest increases in post-secondary enrol- 
ment during this decade. The overall projections given in this table 


underestimate those provided by the Economic Council of Canada - Table IX. 
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TABLE VITI 


Projected Full-Time Enrolment in University and Non-University 


Post-Secondary Institutions, 1970-71 to 1980-81, by Province.* 


dvinc University Sector Non-University Sector erotall Post-Secondar 


inc Inc= ine= 

TO7O-71; = 1980=8r rease s5970-72 1980-81 xease |» 1970-71 1980-81 rease 

NO. NO. % NO. NO. vA NO. NO. aE | 

ED. 5,817 11,670 200 Ly. 17, 4,206 160 7,434 15,876 114 | 
| 2a 1,61 2,674 =p! 301 916 204 2,062 3, 580) 74 
sc. o5 37) 25,194 66 ooo 8,402 205 Per: 335990 o7 
Be 10,632 16,071 51 21,700 Sie ee 104 13,538 22,006 63 
E 1954s \-L6L,2h9 119 | 106,462 189,314 781 200,179 3905533 $5 


r. 216,968 | 245212 LIOR + Do pl L 143,566 164 | 270,839 9 388,778 1284 
N. £75986 31,326 74 pub gd 8,496 166 yA 39022 88 | 
3K. 16,974 28,188 66 2,162 6,649 208 19,136 34,057) 282 
TA. 27,074 mae toss LOZ 1 5o9 30,747 165 42,067 7,126 152 
oe 35,889 71,450 100 5,671 22,234 pASY2 41,560 93,684 123) 4 


NADA | 325,400 659,400 103_|°190'500 420,400 $2718 +1 515,900 oi5079,800* 109 


‘Annual projections for the period 1970/71 - 1980/81 are given in the Statistical 
‘Supplement to Study No. 2. 


‘Difference between this and 1,191,571 stated in text is the full-time equivalent 
of part-time enrolment (See Table 7). 
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It remains to be seen whether or not Alberta's post-secondary 
education population will continue to expand at a faster rate than 
other provinces. Taken for what they are, the enrolment projections 
presented are simple predictions of what post-secondary enrolments 
could be. Governments must decide what they should be and accept the 


consequences. 


Actual Expenditures 1960-61 to 1969-70 
A. The Total Post-Secondary Sector. Coinciding with the un- 


precedented growth in the Canadian economy during the 1960's was a 
burst of expenditures on post-secondary education. Peitchinis calcu- 
lated that the percentage increase in total expenditure (467 percent) 
surpassed the percentage enrolment growth (187 percent) by 2.1/2 times 
over this time frame. Amongst the provinces, Newfoundland demonstra- 
ted the highest percentage rate of increase - 685 percent, while 
Ontario, Quebec, Alberta, and British Columbia showed the highest 
actual increases, in that order - Table X. 

Bp. ‘The University Sector. In the university sector total 
expenditures increased by $262 million in 1960-61 to $1,427 million in 
1969-70. This represents an overall increase of over $1 billion or 
444 percent. 

Peitchinis attributed this expenditure increase to five major 
cost factors : 

1) price increases (inflation); 

2) changes in the composition of student population (gradu- 

ate and undergraduate); 


3) changes in the composition of programs; 
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TABLE X 
Total. Expenditures (Operating and Capital) 
by Post-Secondary Institutions, 1960-61 and 1969-70, 


by Province. 
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t 
University Sector | Non-University Total Post-Secondary 
Sector | 
Incr Tee ; Incr- 
1960-61 1969-70 ease | 1960-61 Ue nl gUs AB 1960-61 1969-70 ease 
$'000 $'000 re | $*000 $8006 °°" $'600 $'000 a 

1,934 ...16,710 764 colae Bele Nae ok LOCI 22) 685 
1,075 »-4,897 -356 |. .182* SpAL OS 2,954 SHS 1 141 
Oy, 71,434 COUN GEL -OLL* Joel eee 10, 9 9uee er o,.002) - 597 
©6613) 939254 ~-494elen, 290% 4,894 311] 7,803 44,148 466 
TOmurar 2/0350 284 125,448 ° 168,090 617; 93,862 438,440 367 
Toes 043g 04. Sool ,oLo eas ooy, | 649 )114,836° 767,862 569 
12 yf 1S OTS OCr 359" |e 22018% ORB 4a BGO) N47 9 nn67,205, 354 
OeL39 2693321523014 25393 6,853 186 alae OG,LOg | AOT 
teeat? 136,073 “<4 2,769 27530555254 29,146 151,978 421 
Bop so let OO ego tel O26 * 0 ve 00d. ook) 27,904 1445444 424 
ZOOL s500 1,527,245 “444 452,402 © 350,042 ~581(314,770.1,784,085 467 


Operating expenditures. Capital expenditures not available for 
1960-61. Reference was made earlier to the fact that capital 
expenditures tend to vary significantly from year to year. 
Therefore, comparisons in expenditures at the beginning and end 
of a decade show only what happened in the years that are being 
compared and not in the intervening years. Note the following 
fluctuations in Capital expenditures on non-university institut- 


ions: 


The 


1968-69 


Nova Scotia $2,248,000 $4,418,000 $500,000 


New Brunswick 52,000. . 3,985,000 1,000,000 
Ontario 28,385,000 57,027,000 | 40,000,000 
Manitoba 2,519,000 7,167,000 | 4,000,000 
Alberta 14,566,000 5,215,000 | 3,000,000 
CANADA, Total | 62,314,000 | 102,537,000 | 85,300,000 


annual changes for the entire period are given in Table B.5 


of the Statistical Supplement to Study No. 2. 
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4) increases in the cost of instruction; and 


5) increased enrolments. 


Total expenditure increases (operating and capital) showed 
considerable variance amongst the provinces. The highest percent- 
age increases Pate recorded in the Maritimes -~ Quebec showed the 
lowest percentage expenditure increase (284 percent) due to the 
emphasis that province placed on non-university expenditures. The 
overall increase in Canada was a 444 percent increase. Alberta 


was slightly below this figure showing a 411 percent increase. 


GC. University Capital Expenditures. Capital expenditures 


in universities accelerated rapidly during the 1960-1970 decade, with 
.the heaviest expenditures falling into the second half of the period. 
In Ontario capital expenditures totalled over one billion dollars, 
while Alberta expenditures approximated roughly 25 percent of this 
ae 

D. University Operating Expenditures. While the operating 
expenditures of universities in Canada increased by Pouenty 500 He 
cent during the 1960-1970 decade, the comparable figure for Alberta 
was 714 percent. In Ontario the increase was 618 percent, in 
British Columbia 470 percent, and the highest increase was registered 
in Newfoundland - 1236 percent. When these expenditures are consid- 
ered on a per student basis the 714 percent increase in Alberta is 
reduced to 107 percent,. whereas in Ontario the per student figure is 


113 percent. This information is provided in Table Xl. 
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TABLE _X] 


Operating Expenditures of Universities 
per Full-Time Student,* 
1960-61 and 1969-70, 


by Province 


Percent 
Province 1960-61 1969-70 “Increase 


* The cost per "Full-Time Equivalent" student is somewhat 
lower than per "Full-Time". But, we could not obtain 
the necessary information for 1960-61 and hence could 
not make a comparison between the two for the period. 
For 1969=/0-the cost per FTE was? Nfld: $2,844, P.£:T. 
S2.4/9. Neocanoss094, N.Be $2,298, Que. $2,912, Ont. 
SIR 22 ae OL Ost Coolie: eis I lay DL Eas, Soy 5005) De Cs 
$3,092, and for Canada $3,243. For detailed informat- 
ion on an annual basis See the Statistical Supplement 
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E. Allocation of Operating Expenditures by Functions. Table 


XII indicates the breakdown of operating expenditures according to func- 
tion. The most noticeable feature is, of course, the relatively high 
proportion of funds allocated to instruction costs. Nonetheless, 
instruction expenditures have declined on a proportional basis over 
mecent years. 

F. The Non-University Post-Secondary Sector: Total Expendi- 
tures (Operating and Capital). In general, total expenditures on non- 
university post-secondary education expanded at a faster rate than those 
in the university sector -- and showed a total increase of 581 percent 
compared to 444 PA Mbtered in the university sector during the 1960-1970 
time period. Amongst the provinces British Columbia recorded the high- 
est rate of increase (831 percent) and was fp ilibwed by Ontario (649 per- 
cent), Quebec at (617 percent) and Alberta (525 percent). 

G. Operating Costs: Non-University Sector. Again, according 
to Peitchinis, the substantial increase in operating costs is largely 
accounted for by the increased enrolment. (Table XIII). 

When operating costs are considered on a per student basis the 
overall increase becomes more palatable. In Alberta the 511 percent 
increase is reduced to 91 percent. While this is considerably above 
the national average, 61 percent, the impact of enrolments into Quebec 
non-university institutions, which includes grade twelve students, 
causes some distortion in comparison of the national figures. 

H. Capital Expenditures: Non-University Sector. Ly le Ee 
sufficient to note that capital costs also increased substantially over 


the 1960-61 - 1970-71 decade. The extent of this expenditure, which is 
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TABLE XIII 


Operating Costs (Total and Per Student) 


of Non-University Post-Secondary 


Institutions, 1960-61 and 1969-70, by Province. 


Total Operating Costs Operating Cost Per Student 
Province 1960-61 1969-70 Increase 1960-61 1969-70 Increase 
| $'000 $'000 ‘ | $ Sisal vs 


NFLD. 
Bet. 
N. SC. 
N.B.. 
QUE. 
ONT. 
MAN. 
SASK. 
ALTA. 
BEC. 


CANADA 


3,894 
143,090 
84,567 
5,344 
3,353 


44,305 


9,005 


271,542 


* Enrolment information not available. 


xX =—1963-64. 


30. 


depicted in Table XIV, is attributed mainly to the lack of non-university 


post-secondary institutions prior to the 1960-1970 period. 


Projected Costs - Post-Secondary Education 


On the basis of enrolment projections, rising prices, and improve- 
ments in quality of instruction, there is little doubt that post-secondary 
educational expenditures will continue to rise over the 1970's. The 
question is how much? 

A. Total Operating and Capital Costs. Peitchinis projects total 
Peadituves amounting to 5.6 billion dollars in 1980-1981. This figure 
represents an increase of 184 percent over 1970-1971 expenditures and indi- 
cates a pronounced levelling off of post-secondary expenditures during the 
decade. 

Table XV suggests that total costs are likely to increase at a 
slightly higher rate in the non-university post-secondary institution. 
While total university expenditures increase by 181 percent, the comparable 
percentage figure for non-university institutions is 196 percent. 

B. Projected Operating Costs in the Cneeueity Sector. Given 
the capital expenditures depicted in Table XVI, universities are expected 
to increase rapidly in the first five years of the current decade and then 
level out substantially after that time. See Table XVII. 

Amongst the provinces the projected increases in operating expendi- 
tures on a per student basis are as shown in Table XVIII. 

Cy Projected Operating Costs in the Non-University Sector. Again 
operating expenditures are expected to increase substantially with an over- 
all increase of 211 percent projected by Peitchinis. It should be noted 


that the rate of increase is decelerated considerably when compared to the 
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TABLE XIV 


Capital Expenditures in the Non-University Sector 


Province 


NFLD. 
PE.1. 
W4SC. 
N.B. 
QUE. 
ONT. 
MAN. 
SASK. 
ALTA. 
BIC. 


CANADA 


Total in 5-year veriods 


1960/61-1964/65 


$'000 


733% 
2,817 
2,809 

32,500 
14,815 
1,263 
is 74g 
5,664 
4,615 


66,969 


by Province 1960-61 to 1969-70. 


1965/66-1969/70 
$'000 


$'000 


835 
161 
7,703 


2,506 
161 
10,520 


7,192 10,001 
53,883 86 , 383 
135,741 150,556 
15,220 16,483 
12,554 14,301 
31,799 37,463 


25,168 29,783 


290,356 See 


tofal for Period 
1960/61-1969/70 
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TABLE XV 


Total Costs (Operating and Capital) 
in the University and Non-University Sectors, 
Projected for 1970-71 and 1980-81,* 


Canada and the Provinces (at 1969-70 prices). 


URiversity Seccor Non-University Sector 
ine= 
BOF TY PIS0-GL -rease 


Province 
, $'000 $'000 


| Nfld. ; Shs 07 763052 : 4,740 PISS LI 


P.EsI. 
NeSCe 
N.B. 
Que. 
Ont. 
Man. 
Sask. 
Alta. 
B.C. 


| Canada 


6,814 
67,877 
40,963 

348,956 
635,278 
77,058 
69,335 
140,983 
152,937 


LE 579,095 


14,813 
163,620 
73,355 


993,290 
1,956,264 


161,646 
159,373 
425,193 
414,774 


4,437 , 386 


844 
7222 
752909 


1927055). 


134,655 
9 {302 
ee 

25,828 
14,857 


402,512 


3,381 
30,323 
17,827 

449,476 
469,774 
28,678 
21,628 
86,391 
70,693 


1,193,991 


* Annual projections for the period 1970/71 - 1980/81 are given in 


Statistical Supplement to peudy” No, 2. 
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ALTA. 
B.C. 


CANADA 


* The projected annual requirements are given in the Statistical Supplement 
to Study) No. 2. 


TABLE XVI 


Projected Capital Costs of Universities 


Canada and the Provinces 


(millions of dollars, at 1969-70 prices) 


LS 70=7 1 


to 


1980-81 


63.4 
2.9 
108.6 
59.0 
948.6 
193202 
144.7 
12156 
9° es 
385.5 


3,620.8 


Periods 
1970-71 
to 

1974-75 
33.4 
4.9 
54.5 
32.3 
401.90 
644.6 
73.4 
66.3 
184.9 
180.7 


1,676.0 


University Sector 


1975276 
to 
1980-81 


30.0 
Wee 


19 /0=71 


to 


1980-81 


id. 


967. 


1 
4 
5 
9 
a ae 
Zz 
2 
9 
6 
9 


6 


Periods 


Lo 70= 71. 


1974-75 


4 


Lo2e 


JLt 
21 


and Non-Universities for the Period 1970-71 to 1980-81,* 
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TABLE XVII 


Projected Operating Costs of Universities, 


forelevOs7i. 1975276 and. 1980-81,* 


Canada and the Provinces (at 1969-70 Prices) 


Operating Costs 


(Millions $ at 1969-70 prices) Perceuc Increase 
ee or es ea | 
1970-71 1975-76 1980-81 1970-71 1975-76 1970-71 
vA m "s 
ZO 41.7 70.0 106.4 67.9 246.5 
ayy) a 14.5 67.9 Dae 158.9 
56.8 OO. 154.1 We wis. 5D. 5 WA. 3 
29,19 48.0 69°01. 60.5 44.0 181 1. 
27355 S077 884.9 85.6 16:13 223.6 
S38 pie 1,028.2 1 W5P6 98.0: 71.2; 220.9 
59.6 98.8 145.2 65.8 50.0 148.7 
56.8 hee) 1531.0 TD 02 BL «8 165.9 
120.4 Couey 390.4 92.9 6S.5 22p.1 
126.7 231416 378.8 82.8 652.6 198.9 
CANADA |1,287.4 2 1895.5 4,020.6 BGs. 67.8 Pie: 6.3 


* Annual projections for the entire period 1970-1980 are given in the 


Statistical Supplement to Study No. Ze 
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TABLE XVIII 


Projected Operating Costs Per Full-Time Student 
in Universities, for 1970-71, 1975-76 and 1980-81,* 


Canada and the Provinces (at 1969-70 Prices) 


Percent Increase 


1975-76 1980-1 1980-81 


Prov. 1970-71 1975-76 1980-81 1970-71 1975-76 1970-71 
$ $ $ 

NFLD. 3,451 4,492 5,531 30 23 60 
Pore t: 2,936 3,796 4 656 29 eee 59 
Wa nc. 3,607. 4,809 6,11 33 | 25 67 
N.B. =. | 2,660 3,409 4,158 28 22 56 
QUE. 3,706 4,496 5,286 21 18 43 
ONT. Be2G0 5,510 6,760 et 23 59 
Ma, |. | 3,326 4,037 4,749 21 18 43 
SASK. 3,463. 4,388 5,313 27 21 53 
ALTA, 3,773 4,709 5,645 25 20 50 
B.C. 3,361 4,278 5,195 27 anes.) rn 5) 
CANADA Beceem Ge 302 5,330 ye 21 54 


* For the entire period 1970/71 - 1980/81 see the Statistical Supplement 
to Study No. 2. 
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1960-1970 decade. 

Over the decade Ontario, Newfoundland, Prince Edward Island, and 
Nova Scotia are expected to show the highest ratios of increase in this 
sector. All other provinces are exieeeed to increase expenditures at a 
rate below the projected national average - 51 percent. 

On the'whole, the projections taken from Peitchinis and given in 
this report are slightly higher than other forecasts which have been pro- 
vided. The difference is accounted for by non-university expenditures 
which are projected to increase more rapidly than A ee Table 


XIX provides a comparison of various projections. 


Conclusion 

Due to overall population increases enrolments in post-secondary 
institutions are expected to rise accordingly, along with a concurrent 
increase in operating expenditures. Additional Gap ital expenditures will 
also be required in the provinces. 

In Alberta, expenditures on post~secondary education were high dur- 
ing the 1960-1970 decade but these were not out of line with expenditures 
in other provinces and any additional expenditures in this province were 
accounted for by greater per capita enrolment increases and high participa- 
tion rates. Any suggestion of extravagance has been neither substantiated 
nor justified. 

According to recent documents (e.g. Worth), further increases in 
enrolment and Eependi tures are to be anticipated in this province. Any 
stalling of this process would indicate a retrograde step in which partici- 


pation rates were diminishing. 
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It would seem advisable that negotiations regarding post-secondary 
fiscal relations take into account the projections submitted in this 
report, in viewing the relative impact of alternative methods of financing. 


post-secondary education relative to projected expenditures. 


VII. AN ECONOMIC ANALYSIS OF THE FEDERAL-PROVINCIAL 
FISCAL ARRANGEMENTS ACT 

This analysis, which is primarily a summary of the information pro- 
vided in the Peitchinis Report, focuses on the component parts of the 
Peed payments directed to the provinces for the operating expenditures 
in post-secondary education and an effort is made to identify the economic 
effects the current arrangement has had on the various provinces. The 
analysis is limited to present data which does not include an appraisal of 
education standards or levels of achievement within the provinces. AN 9 
view of this, the main concentration is on the components of the post- 
secondary education fiscal transfer. 

The significant feature of the 1967 arrangement was supposedly the 
unconditional transfer of funds. Nevertheless, a problem has occurred 
because the overall federal subsidy was tied to operating expenditures in- 
curred by post-secondary institutions within the provinces. As a result, 
high operating costs reflected in higher transfer payments and vice versa 
and the tendency was towards the former. Moreover, in the absence of 
expenditure guidelines, it is not surprising that the overall effects of 
the arrangements would indeed favor the wealthier provinces, who could 
better afford an abundant supply of 50 cent dollars. From its inception 


the Act has proven to be more expensive than either the federal government 
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or the provinces might have bargained for. 


Economic Effects of the Federal-—Provincial Fiscal Arrangements Act, 1967. 
The most noticeable effect of the fiscal Act is demonstrated by 

the massive increase from 100 million in university grants provided in 

1966-1967 (the last year under the per capita agreement) to 422 million 

in 1967-1968 (the first year under the new Act), and then more than 

doubling to 870 million in 1971-1972. Relative to the original estimate 

of 300 million for 1967-1968, the 1971-1972 payments represent an increase 


of 190 percent over the first four years the Act has been in effect.% 


Per Capita Transfers 


Considered on a per capita basis Ontario and Alberta have been 
the primary benefactors, while the lower income provinces -- Newfoundland, 
Prince Edward Island, New Brunswick -- having opted for the per capita 
arrangement, still receive transfers which are below the national average. 
This is despite receiving total grants amounting to in excess of 50 percent 
of their operating expenditures. On the other hand, British Columbia, a 
high income province, receives transfers well below the national average, 


or about one-half the per capita transfer payments to Alberta. 


The Composition of Total Transfer Payments 


An examination of the composition of the total transfer payments 
shows the relative importance of abatement and equalization payments has 
dropped from 56.4 percent of the total payments in 1967-1968 to an esti- 
mated 47.7 pes Gout in, 1971-1972. While, on the other hand, the adjustment 
portion of the total transfer increases from 43.6 percent to 52.3 percent 
(estimated). Thus the value of abatements and equalization has increased 


*Statistical information is taken from the Peitchinis Report. 
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by 76 percent over the four years, while adjustment payments have 


increased by almost 150 percent over those same years. 


The Value of Abatements, Equalization and Adjustments to the Provinces 


Considerable variance is shown also by the extent to which indivi- 
‘dual provinces shared in the payments made under the Act. Payments to 
Alberta and Ontario increased by slightly over 100 percent over the 
first three years the arrangements were operative. Alberta showed in- 
creases of pvevns® percent for two of those three years. British 
Columbia showed a modest increase of 53 percent over the three years to 
1970-1971, slightly greater than Saskatchewan's 50 percent which was 
the smallest percentage increase in payments. New Brunswick, Prince 
Edward Island, and Newfoundland, all showed increases in payments total- 
- ling 81.2 percent, the national average. 

In Ontario, Quebec, the Prairie provinces, and the Maritimes with 
the exception of Prince Edward Island, the adjustment payments were a 
higher portion of total payments in 1970-1971 than in 1967-1968. 

Based on the statistics given above, one might Pormlade chat with 
the exception of British Columbia the higher income provinces have been 
the prime benefactors, and the actual abatement has become the least 
significant aspect of the total grant structure. 

Factors Accounting for Different Rates of Increase in Payments Amongst 

Provinces 

The essential differences in ratio of increase of payments to the 
provinces bears a direct relationship to the rate of increase in opera- 
ting expenditures in the provinces. This in turn is a variant of a 


number of factors including: enrolment increases, changes in the number 
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and types of programs, student mix, individual provincial policies 
regarding post-secondary expenditures and the relative proportion of 


students in professional schools and faculties. 


The Relationship Between Total Payments and Total Full-Time Enrolment 


When provincial post-secondary student populations are shown 
as a percentage of the total post-secondary student populations and 
this is compared to each province's percentage share of federal pay- 
ments, Ontario and Alberta. would again appear as being over-compensa- 
ted. With 33.2 percent of the student population Ontario receives 
39.1 percent of the federal payments, while Alberta with 7.9 percent 
of the students receives 9.7 percent of the total transfers. On the 
other hand, British Columbia, Quebec, and to a lesser extent, New 
Brunswick, receive payments disproportionate to their student popula- 
tion. For example, Quebec with 35.4 percent of the student 
population receives only 27.5 percent of the federal payments. Some 
explanation for these differences is found through an assessment of 


the variables noted previously. 


Student Mix 

While the differences between Ontario and Quebec might be 
explained by the greater university enrolments in Ontario, particularly 
in graduate studies, the student mix factor does not explain the differ- 
ences between British Columbia and Alberta. Simply stated, British 
Columbia has a larger number of full-time post-secondary students, a 
higher number in universities, and a larger number in graduate programs. 


Peitchinis attributes the difference to a difference in policies between 
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the two provincial governments. 


Per Student Cost and Student Mix 

No matter how the coin is turned Alberta's share of transfer 
payments remains at a high level relative to the other provinces. On 
a per capita basis the payment was $38.81; on per capita of the 18 - 
24 age group it was $338.80; and per capita of the 18 - 21 group it 
was $560.90. The next highest province was Ontario and the same 
respective payments were $32.79; $284.67; and $480.65. By contrast 
British Columbia's payments were $22.98; $261.19; and $341.73. 

Transfer payments on a per student basis, were highest in 
Ontario in 1969-1970. They totalled $4,171 in universities and $1,660 
in post-secondary institutions which were non-university. Alberta 
followed with per university student costs running at $3,528 and $1,621 
for non-university. These differences are partly reflected in the 
different programs conducted at Re eeratey and non-university institu- 
tions. They also reflect the relatively high participation rates in 
Alberta. Nevertheless, a breakdown of transfers Peete noe Othe to 
programs is essential to provide a better understanding of transfer 


effects. 


Effect of Payments Provided Under The Fiscal Arrangements Act 


The net effect of the adjustment payments made under The Federal 
Provincial Fiscal Arrangements Act has been revenue equalizing in a limi-~ 
ted sense. However, since the major transfers have been from the two 
wealthiest provinces -- Ontario and British Columbia -- to the other 


provinces the major recipients are Alberta and Quebec, the provinces with 
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the third and fourth highest per capita income. 

The effect of the total transfers, that is abatements, equali- 
zation and adjustment shows little variance from the above figures. 
When these figures are adjusted to account for student migration the 
net transfer to Alberta falls slightly while Quebec gains due to low 
expenditures on out-of-province students. 

flee: in the beginning the abatements and equalization 
extended by the federal government were not out~-of-line with existing 
expenditure patterns, this is not the case at the present time. The 
open ended adjustment payments have definitely resulted in provincial 
budgetary distortions. Nevertheless, the essential control on expen- 
ditures rested with the <tnae and with the exception of British 
Columbia very few constraints would seem to have been exercised. Al- 
though all provinces have prospered somewhat with the arrangement, the 
initial gap between the "have" provinces and the “have nots" remains 
inasmuch as equalization through unconditional payments has been 
economically inefficient. At a time when fiscal constraints are being 
applied to post-secondary education there is no doubt that the experi- 
ence shown in programs may hinder the provincial chances of receiving 


further abatements. 


VIII. ALTERNATIVE ARRANGEMENTS 


The purpose of this section is to present alternatives to the 
present arrangements for financing post-secondary education in Canada. 
In approaching this task, as much as possible, the consideration of 


alternatives follows the pattern established in the preceding analysis 
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where attention was given to both the general aspects of Canadian 
fiscal federalism as well as the specific parts of the post- 
secondary fiscal transfer. 

With regard to alternatives, the major emphasis is given 
to viable solutions and where possible, stressing the Alberta view- 
point. Admittedly this approach has limitations primarily 
reflected in the failure, in the past, to resolve the revenue 
imbalance among governments vis-a-vis political responsibilities 
as was shown in the preceding report. Notwithstanding this, how- 
ever, changes have occurred in the Canadian Federation, normally 
through "trade-offs" among governments which have permitted the 
system to adjust according to pressure and circumstance. In fact, 
the Canadian Federal system has proven to be a remarkably flexible 
union and it is this factor which underscores the alternatives pre- 
sented in this paper. Therefore top billing is given to those 
kinds of alternatives which are based on the following : 

1) Positive Adjustments to The Federal Provincial Fiscal. 

Arrangements Act. (1972). 

2) Trade-off Positions arising out of changes to the Act. 

In addition, a third level of alternatives is presented in 
which the emphasis is as follows : 

3) Total Re-adjustment to Federal Provincial Relationships. 
* ORs Positive Adjustments to The Federal-Provincial Fiscal Arrange- 

ments Act 

There are some basic limitations to this approach, primarily 

lack of experience with the new fiscal act and ei. of experience 


with the Tax Reform Bill. Nonetheless, it is expected that the 
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changes in 1974 relative to post-secondary education will be subject 


to much the same limitations and an examination of the intent behind 


the current changes reveals a number of possibilities which might 


improve the provincial perspective. 


The Equal Access Principle: 


a) 


b) 


c) 


The revised edition of The Federal-Provincial Fiscal 
Arrangements Act (1972) introduces a subtle new approach 

to fiscal relationships. Whereas in the past the con- 
ventional wisdom has held that the federal government 

could and should give up tax room to the provinces 

(through tax credits) under the new Act, this is no longer 
the case. Instead, what might be termed an "equal access 
principle" allows both governments to use the major tax 
fields or, more precisely, the provinces are ies access 
to all tax fields within provincial jurisdiction. 

While the basic intent of the equal access principle is to 
provide additional tax room for both levels of government, 
this is done differently than with abatements. Tax room 
is provided over and above existing tax levels with no re- 
duction in federal taxes as was the case with abatements. 
This results in considerable variance amongst the provinece 
in terms of levels of taxation as shown in Table Xx. 

In effect, The Federal~Provincial Fiscal Arrangements Act 
(1972) provides no significant improvement to the provinces 
in terms of tax room. While basic tax schedules have been 


determined on the basis of tax points, in accordance with 
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TABLE XX 


PERCENTAGE THAT PROVINCIAL INCOME TAX LIABILITY IS 
OF FEDERAL TAX FOR 1972 


Province % of Federal Tax 


Newfoundland 


Prince Edward Island 
Nova Scotia 
New Brunswick 
Quebec - not directly related to federal 

tax but is approximately 58% of 


fedeca lata 


29.5852 


Ontario 


Manitoba 42457 


Saskatchewan ST 


36% 


Alberta 


British Columbia 30554 
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the previous schedule, tax credits are given no further 
consideration and receive little or no mention in the 
Act. On the other hand, the tax room purportedly given 
to the provinces through the operation of an “equal 
access principle" is not providing additional space for 
the provinces. The same option was available to the 
provinces under the terms of the 1967-72 fiscal arrange- 


ments. 


Alternative No. 1. 


The application of the equal access principle with two 
separate taxes, one federal and one provincial, and with 
both taxes linked to the same income tax base. 


This scheme possesses a number of distinct advantages for the 


provinces : 


a) 


b) 


c) 


d) 


Taxable income provides a more stable tax base for the 
provinces than the current link with federal tax revenues. 
This would allow more effective provincial budgetary plan- 
ning. 

The provincial income tax would be separate from the 
structure and level of the federal tax rates and would, 
therefore, not be influenced by federal tax changes or 
adjustments. 

Fiscal policy could be carried out more effectively on a 
regional basis, although there is also the danger of un- 
coordinated tax actions. 

As the tax schedule is now structured the provincial 

taxes are taken off the top insofar as they are presented 


as a percentage of the federal tax. By separating the 
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taxes and showing the provincial tax rates as a percent- 
age of the tax base, the provincial rates are reduced 
accordingly. Although this is merely a paper reduction, 
it does place the province in a position where it is 
accountable for tax increases or decreases ~~ thus tax 
room is provided on the basis of tax spending accountabil- 
ity. Stated in another way, this would provide the 
provinces with tax room at the bottom. 

e) The provincial position for future negotiations is 
strengthened by this proposal because provincial taxes can 
be more closely identified with expenditures, and both 
levels of government become responsible for the levels of 
taxation imposed on their respective constituencies. 

f) It would be of the utmost importance to maintain a high 
level of coordination between the federal and provincial 


income tax systems under this arrangement. 


Alternative No. 2. 


The continuation of the current arrangements with expendi- 
ture guidelines. 


a) This arrangement is in keeping with current arrangements 
and a federal projection that indicates a peak in post- 
secondary education expenditures occurring in 1976 or 1977. 
After remaining at that level for two years a steady decline 
in expenditures is expected to occur. 

b) Accordingly, a position will be reached where the need for 
adjustment payments will be diminished and current abate- 
ments and equalization payments would be appropriate for 


provincial needs. 
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c) If, on the other hand, additional abatements were pro- 
vided to the provinces, aed on current expenditure 
levels, these would at a future date exceed provincial 
fiscal needs for post-secondary education expenditures. 
It is highly unlikely that excess abatements would be 
returned to the federal authority. 

d) Provincial guidelines would continue on the present 
basis, that is, based on 1971-72 expenditures as speci- 
fied in the current arrangement. On this basis only 
those provinces which experienced budgetary distortions 
would be handicapped. However, the three provinces 
receiving per capita grants would be permitted to expand 
at the established national guideline -- that is, 15 per- 
cent. 

e) This proposal in effect establishes conditions for the 
provinces to follow and does not accommodate provincial 


demands for additional tax room. 


Equalization. While modifications to the equalization would 
have only an indirect influence on the post-secondary fiscal transfer, 
there are some factors in the formula that might be used as bargaining 
positions in order to improve the overall transfer position. 

a) Under the current arrangement Alberta, British Columbia, 
and Ontario, do not receive the unconditional equalization 
payments. 

b) As a result, a higher proportion of transfer payments to 


these provinces are of a conditional nature. 
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Alternative No. 3. 


Remove the non-renewable resource revenues from the 
equalization formula. 


This would reinstate Alberta as a "have-not" province. 


Alternative No. 4. 


Include municipal tax revenues in the equalization 
formula. 


The difficulty with the above is the calculation based 
upon extreme variances among provinces. However, it might be 
argued that until those revenues are included the equalization 
formula does not provide an accurate assessment of provincial reve-~ 


nue-raising capability. 


Alternative No. 5. 
Establish an equalization formula which is premised on 
provincial needs, the emphasis being on service equali- 
zation rather than revenue equalization. 
Although this approach involves difficult measurement 


problems, it is more in line with optimizing expenditures within a 


federal state. 


B. Trade-Off Positions 

Trade-off positions might become more viable under the Equal 
Access Principle, if it is structured on the basis outlined in this 
report. This is primarily due to the improved bargaining position 
provided to the provinces by the separate tax and lower tax schedule. 
Bargaining for additional tax room is also strengthened by the con- 
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Under the above circumstances the trade-offs suggested in 
the Budget Bureau's five-point "opting-out" arrangement becomes 


feasible - See Table XXI. 


Alternative No. 6. 
The provinces and the federal government agree to an 
opting-out arrangement whereby the provinces receive 
a personal income tax abatement of five points and the 
associated revenue equalization allowing the provinces 


to "opt-out" of the post-secondary education fiscal 
transfer. 


a) Because the results for individual provinces are quite 
different, tax rates within each province would have to 
be adjusted accordingly to meet the various expenditure 
levels. In Alberta this would require a substantial 
increase. 

b) The major difficulty with this proposal is that the in- 
clusion of Quebec in such an arrangement would increase 


the total abatements to Quebec to unprecedented levels. 


Cc. Other Alternatives 

The alternatives included in this section are presented with 
the understanding that substantial constitutional reform would be 
necessary in order to reach a point where they might be considered 
viable. | In most instances the alternatives presented are directed 


towards the solution of particular problems. 


Alternative No. 7. 


A system of Block Grants which replaces all other forms 
of transfer payments from the federal government to the 
provinces, including equalization payments. 
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Alternative No. &. 


Total Federal jurisdiction over post-secondary 
education. 


Under this arrangement the. provincial government would 
relinquish all financial and jurisdictional responsibility for 


the post-secondary institutions. 


Alternative No. 9. 


Total Provincial jurisdiction over post-secondary 
education. 


In order to implement this proposal a provision would 
have to be made whereby provincial revenue-raising capabili- 
ties are brought into line with provincial political responsi- 
bilities. 

a) The federal government would have to make provision 

for an unconditional transfer of funds; or 


b) tax point transfer. 


Alternative No. 10. 
Reversal of fiscal transfers so that the provinces 


Support the federal govenrment through a system of 
shared costs or grants. 


Alternatives 8 to 10 are not just pipe dreams but 
approach the question of federal-provincial fiscal relations in 
a different manner. Generally the alternatives increase the 
fiscal strength of the provinces and would require constitution- 
al changes. These are given primarily as information and would 


require additional study. 
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Alternative No. ll. 
The implementation of separate, but coordinate, 
federal and provincial tax systems, with the 


provinces assuming responsibility for inter- 
provincial income redistribution. 


a) Under this proposal federal-provincial grants would 
be discontinued and the provinces would retain the 
right to raise income taxes, on the condition that 
they would agree on a derhaaeabn of taxable income 
and on a common exemption and tax schedule. 

b) The federal government would continue to collect 
income and corporate taxes for the provinces at no 
charge. | 

c) According to an established formula, each province 
would receive a share of aggregate provincial tax 
revenues. On this basis interprovincial distribu- 
tion of income would be carried out. In effect, 
each province would receive a per capita share of 
income plus a reasonable administrative grant. 

d) A single income tax schedule would be established 
by the federal government sufficient to deal with 
federal programs and general economic conditions. 

e) The federal government would remain responsible for 
cyclical variations in the economy. 

The primary advantage which this proposal holds for the 

provinces is the assurance that steadily increasing revenues 
would be provided to the provinces. The tax room objective is 


achieved. Provincial autonomy would be preserved subject to 
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provincial agreement. If the bargaining power of the richer provinces 
resulted in an insufficient redistribution among the provinces, the 
federal government would retain the right to adjust the progressivity 
of its own tax schedule to aes the relative burden of the richer 


provinces. 


Alternative No. 12. 


The structuring at the national level of two coordinate 
systems of post-secondary education, one French and one 
English. 
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APPENDIX A 


FINANCING OF RESEARCH AND GRADUATE STUDIES 


An integral aspect of higher education is research and a most 
difficult problem is the nature and extent of federal and provincial 
support for university research, The allocation of responsibility 
for financing university research is not specifically covered by the 
constitution, for it was never anticipated that this would become such 
a big expenditure area. Yet the results of research affect all areas 
oe government activity. 

The federal government, particularly through the Canada 
Council, the Medical Research Council, and the National Research Coun- 
cil, has for many years provided almost the sole direct support for 
university research. The federal contribution in support of research 
‘and graduate studies in universities is estimated to have amounted to 
$147 million in the academic year 1969-70 -- about $118 million in 
support of research activity and $29 million in support of graduate 
studies. 

These funds appear to be rather unevenly distributed among the 
provinces: Quebec and Ontario received over 50 ptr the total 
federal allocation in support of research and graduate studies in uni- 
versities, while the remaining provinces received only about 35 percent. 
More specifically, the federal aid given to Alberta in this respect in 
1969-70 was $9.9 million (6.8% of the total), $7.7 million of which was 
allocated in support of research. 


As the Peitchinis Report points out, there is considerable con- 
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troversy regarding the actual federal contribution in support of research 
activities in universities. This controversy derives from the problem 
of costs associated with the expenditure of research grants. Generally, 
acceptance of these awards calls for related expenditures from provincial 
funds through funding of academic salaries, library costs, computing 
costs, support of graduate students, and coverage of the indirect costs 
of research, equivalent to about 35 percent of the outside money 
(Macdonald Report). For example, in 1969-70, when federally assisted 
research in Alberta universities approached $7.7 million, a further $2.7 
million from university revenues was required. Consequently, the univer- 
sities have been demanding supplementary operating funds to offset 
research-related indirect costs so that they are not forced to transfer 
financial resources from other activities to cover the indirect costs. 

The response of the federal authorities has been that the govern- 
“ment pays for the indirect costs, albeit in an indirect way, through the 
post-secondary educational fiscal transfer; that is, if the indirect 
costs are assumed to be within the operating costs allowable under The 
Fiscal Arrangements Act, then the federal government would pay 50 percent 
of them. 

The financing of research from federal sources has significant 
implications for the nature and rate of development of post-secondary 
institutions and programmes. In the first place, it has a decided influ- 
ence on the composition of the student body and the composition of pro- 
grammes. To accommodate the research activity, graduate programs tend to 
expand, and graduate and senior undergraduate courses proliferate. The 
expansion in this area may distort provincial and university planning pri- 


orities, for the build-up of more costly graduate programs to facilitate 
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the research function may lead to the lack of resources for others. 


However, the provincial governments are automatically required to 


support the indirect costs of federally-supported research projects 


without prior consultation. 


A number of alternate postures to the existing situation 


have been suggested by various studies : 


1) 


2) 


3) 


The federal government could accept responsibility for 
the full direct and indirect costs of research which 

it supports, including library costs, service costs, 
equipment and computing costs, and the cost of graduate 
student support. Failure to meet these costs has 

meant that federal grants have seriously distorted the 
universities' budgetary processes. 

Since the financing of research from federal sources 

has significantly affected development of post-secondary 
institutions and programmes within a province and 

because the benefits of research flow interprovincially 
and nationally, the provinces might be consulted and 
participate in general policies relating to research, 
perhaps through a federal-provincial joint council which 
would coordinate research policies, programs, and support. 
The federal government could assume responsibility for 
all post-graduate education in the country since the bulk 
of the research work is performed at these levels. This 
would, of course, mean that the federal government would 
be brought into a direct relationship with the universi- 


ties. Presumably, the federal government would then be 
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APPENDIX B 


STUDENT ASSISTANCE PROGRAMS 


Lae Present Federal and Provincial Assistance 

In addition to the fiscal transfer under The Federal-Provincial 
Fiscal Arrangements Act and the distribution of research grants to uni- 
versities, the federal government further contributes to post-secondary 
education in Canada through the provision of aid to students in the form 
of loans and in the form of direct grants, scholarships, and bursaries 
from agencies such as the Canada Council. 

Under the Canada Student Loans Plan, in effect since 1964, the 
federal government guarantees loans made by chartered banks and other 
designated lenders to students on the basis of certificates of eligibil- 
_ity issued by provinces participating in the plan. The federal govern- 
ment carries the cost of interest payments on these loans while the 
students continue full-time studies and for six months thereafter, 
Allocation of the loans is based on the same proportion that the 18 - 24 
years age group in a province forms of the national population in that 
age group. 

Designed as an instrument in the reduction of inequalities in the 
opportunity to a higher education, the Canada Student Loans Program, in 
seven full years operation, has re more than $480 million in loan 
assistance in some 740,000,000 separate loans. As the total costs of 
post-secondary education have escalated, so has the scale of assistance 


to students. For example, the value to students of funds received 
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through the Canada Students Loans Plan increased from $26.7 million 
in 1964-65 to $78.6 million in 1970-71. 

The program has support from most of the provinces and is 
administered by each of them, with the exception of Quebec which 
opted out of the scheme and receives compensation from the federal 
government based on the total operating cost of the plan and the 
relative size of the 18 - 24 years age group in its population. 

Officials of the other provinces, however, hold meetings 
periodically with federal authorities to develop and refine admin- 
istration procedures. In addition, most of the provinces have 
instituted student assistance programs to supplement the federal 
student aid program. 

Alberta's student assistance program consists of matricula- 
tion and Badee Ciaaee scholarships, graduate studies heres 
fellowships, bursaries, and a provincial loan program to supplement 


the Canada Student Loans Plan. With the recent enactment of The 


Students' Finance Act, the grant structure which had previously been 


in existence in the province was discontinued and a remission pro- 
gram was introduced effective July 1, 1971, under which an amount, 


equal to 5 percent of the principal amount of the loan, each year 


for a period of five years may be remitted to the credit institution 


on behalf of the student. 


In 1971-72, the number of students receiving financial 


S13 


assistance in the province was 26,965, an increase of 12,968 (93 per- 


cent) from the number of students receiving assistance 1967-68. The 


amount of money expended on student assistance in Alberta in 1971-72 


was $24.5 million -- $13.6 million through the Canada Student Loan 
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Program and $10.9 million vhroueh provincial awards and loans. Of 
the latter figure, $10.2 million was in the form of provincial loans. 

Criticisms of the existing structure of financial assistance 
have been numerous. It has been pointed out that the existing pro- 
grams carry terms and conditions which might be considered as discrim- 
inatory among income groups; that is, the loan system has limited 
possibilities as an opportunity equalizing instrument. (Peitchinis 
cites some evidence that would suggest an inverse relationship between 
the level of income and the rate of resistance to borrowing). 

A further criticism is that the ordinary student loan may 
represent a greater burden for the borrower with low earnings after 
graduation ie it does for one with higher earnings. As the Worth 
Report points out, The Students' Finance Act is inequitable in the 
long run. While the cost of education is the same for many students, 
differing salaries after graduation may vary the individual's ability 
to repay a loan. The student who, after graduation, does not enjoy 
a large increase of economic benefit from his post-secondary education 
receives the same treatment as the individual who reaps more economic 


benefit from his education. 


IIL Options in the Funding of Students 


In the consideration of alternative structures of ae 
higher education, the emphasis of the main body of this paper has been 
on the allocation between governments of post-secondary operating costs 
and responsibilities, and the suggestion has been made that the provin- 


cial and federal governments may have to consider student financial 
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assistance i terms of a trade-off. That is, one of the bargaining 
points in the upcoming federal-provincial negotiations, particularly 
in view of the increased student mobility, may be a greater assump- 

tion of responsibility by the federal government in the provision of 
student aid at all levels of post-secondary education. 

However, the educational process involves more than inter- 
governmental relating. and further consideration must be given to 
the student participants in that process. What share of the cost 
burden should be borne by tees themselves? Should they bear a 
cost burden at least proportionate to the share of private benefits 
they will receive from the investment? If so, how is this princi- 
ple reconciled with the concept of universal access to education? 

At one end of the scale there are those who would argue that 
education at all levels is beneficial to society as a whole and, 

_ therefore, society (governments) should bear the full institutional 
cost of providing the education. The question here is whether 
these benefits in fact justify the sacrifices entailed or whether 
they fall disproportionately upon particular groups, especially 
those which might be barred from access to the direct benefits of 
the transfer. 

At the other end of the scale there are those who would 
view post-secondary education as a luxury consumer good or as prepa- 
ration for a high-level and high-income occupation, neither of which, 
in their opinion, should be subsidized by the general public. 
Several studies, including the Peitchinis Report and the Wright 


Report, modify this latter position somewhat, but adopt the view that 
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general ues ot i is not a rational approach to financing and have 
proposed various student aid schemes which have as an objective the 
shifting of a larger portion of the increasing costs of post-secondary 
education to the students. 

At present, the major burden of higher education expenditures 
is borne by the provincial and federal governments. In 1970-71 stu- 
dents bore Bet about 15 percent of this burden, and more than one~half 
of this amount was funded from non-repayable government student grants. 

If governments adopt the view that a greater share of the cost 
burden should be borne by the students themselves, how do they ensure 
"accessibility" and "equality of educational opportunity?" 

The following assistance schemes, which seek to achieve a 
reconciliation between universal accessibility and the assumption of a 
greater cost burden by the student, have been proposed. 


1) A grant system in which the dollar amount received by the 


student bears an inverse relation to some measure of 
family income that indicates ability to pay. (Worth 
Report). 

Under this system, students from families earning less than a 
given income annually would be eligible for the full amount of the 
grant. The value of the full grants would be sufficient to pay tui- 
tion, books, supplies, subsistence -- the full costs of schooling. As 
the family income increased, the value of the grant would decrease. 

The Worth Report outlines a theoretical example of this sliding 


scale grant scheme : 
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Example of a Sliding Scale Grant Scheme 


Relationship of Parental 


Income to a Measure of Percent of Full 
Required Income Grant Available 
Up to 1/4 100 
1/410 1/2 . 90 
1/2 10 3/4 &0 
3/4 to required income 70 
Required incoine to 5/4 60 
5/4 to 6/4 50 
6/4 to 7/4 40 
7/4 io 8/4 3 
8/4 to 9/4 20 
9/4 to 10/4 10 
Beyond 10/4 0 
While the proposal has its weaknesses -- for example, the 


difficulty in determining the family measure of income and the failure 
to recognize the enormous burden on a family which financially supports 
several ee -- the advantages of this type of scheme are obvious. 
The amount of assistance is conditional upon the financial circumstances 
of the student; that is, all students will not be eligible to receive 
the same amount of financial assistance. This should go a long way to- 
wards equalizing the opportunity for all who are academically able and 
willing to pursue a program of post-secondary education and should 
enable students from low-income families to receive this education with- 


out acquiring huge debts. 


2) An integrated student assistance system consisting of a 
combination of unconditional grants, loans, conditional 
grants, and scholarships. 

This system, proposed by Peitchinis, would have the following 

components : 

a) Unconditional grants -- to be determined on the basis of 
the rate of exclusion from participation in post-secondary 


education. The rate of exclusion would be determined on 


lv Mio 
Wishasese~se6d ai 
un 4 : a | 

Sah AA 


; ’ ae es 
iy i) Lees 
~ bya or RS 
“RLY OF RB ; 
A One ; .: : 
vo. DME ORANG ; 
DOP NSE oF 
H PNG barved " sf 


faa 
4) 9 bn) | 
\ : ‘ ical 
im odd gabolmipial ph yaiae 

— 24 Pe. = bo 


. a7, se 
onan off osebage 
— 7, ) fe 


air Depoqaed 


(16) dente 


2b iquvBy aia —~- p@eotuae 


- 


SAY oO 
{ ! 20-2 


nod 5 aio at elec bone ® IeOM 
jon Thaw spools he pat tere {srosbuse’ Sa ; 
fT Fs 3 p 


bao: 5 On aaaren ots yttstisups abt 


= 


‘Dihonnndd te sapeicadl 038 


‘ie (iohaoiasstaor Ay sipzydnd, w. ouinzag od F “ 
(dd) oviehese a. cy ii Samad ing*t? senabuse o {dpa 


A 7 
a es 


.atdeb ogo grist 8 sa 2 
gob Sugg pte ce 


.? 


_ 
7 ifn 
4 t 


* a 
. Sone aa Maras 


1 ae 


b) 


c) 


d) 


the basis of the ability to pay. The value of the 
unconditional grant could be set at the value deemed 
necessary for subsistence, transportation, supplies, 
etc. 

Supplementary Loans -- designed to supplement the 
unconditional grants of those who do not qualify for 
ar iull erank. The value of these loans should be 
limited to the difference between the unconditional 
grant received and the full grant applied at the 100 


percent exclusion rate. 


Opportunity Loans -- to facilitate student access 


into more costly programs. Its value should be re- 
lated to the cost of living in cities where institu- 
tions are located, and to the cost of programs which 
students enter. 

Conditional Grants -- to be established in each 
province in order that it may be possible for 
students from all provinces to become knowledgeable 
of the people, the institutions, and the social pro- 
cesses of other provinces. The conditional grants 
program could also be designed to induce students to 
enter programs of study which have a high social 
priority and to facilitate contractual arrangements 
with students who undertake to provide service for a 
given period of time. Peitchinis recommends that 
this part of the scheme be a federal-provincial 


arrangement. 
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Scholarships -- designed to given recognition to excel- 


lence. Their value should be the same as the value of 
the unconditional grants at the 100 percent exclusion 


Gaee. 


While a complex scheme of this sort would almost certainly 


create an administrative morass, it is argued that it would, never- 


theless, achieve the following desirable objectives 


i) 


cia) 


412) 


iv) 


v) 


vi) 


reduction of inequality of opportunity (achieved by a, 
Dera ne). 

transfer of a large proportion of the cost burden to 
those who are able to pay (a, b, and c) 

facilitation of the inter-provincial exchange of 
students (d); 

facilitation of entrance into programs of study which 
rate high on the social priority list (d); 

increase of supply of specialized services to areas of 
each province, and to social groups which cannot obtain 
them in a free market (d); 


encouragement of high level performance (e).. 


Modifications to the Integrated Student Assistance Plan Out- 


lined above. Two modifications have been suggested by 


Peitchinis as worthy of further consideration : 


a) 


b) 


The unconditional grant and supplementary loan program 
should be limited to the first and second years of under- 
graduate study. 


Instead of the unconditional grant and supplementary loan 
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c) The amount of the annual repayment will be a factor of 
the recipient's taxable income. Repayment will be tied 
to income tax because this is the closest measure avail- 
able of the actual eonamiik benefit which an individual 
receives from his education. 

If the income is sufficiently low, he may never be in a 
position to repay the total debt incurred. In this 
case, the balance of the loan, after a reasonable length 
of time, should be forgiven. 

d) Every applicant must satisfy the criteria of a needs 
assessment. 

e) ‘All post-secondary education students, both full-time and 
part-time, will be eligible ee appiy for assistance under 
this program. 

The Cook and Stager proposal, known as the Contingent Repayment 
Student Assistance Program (CORSAP), is similar: an eligible student 
at an approved post-secondary educational institution could receive an 
advance equal to part or all of the total cost of tuition fees, books 
and supplies, transportation, and living costs for the academic year. 
A recipient would then-make payments to the agency via the income tax 
collection agency, commencing with graduation or withdrawal from the 
institution. The payment conditions would include the percentage of 
annual income to be paid to the fund, the maximum number of years for 
which payments would be required, and the interest rate on the advance. 


The CORSAP Agency could finance the program. 
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The merits of the type of scheme advocated by the Council of 
Ministers and by Cook and Stager are as follows : 

a) It removes the concept of "accumulated debts" which is 
inherent in the loans system. 

b) The person who marries and does not earn an income will 
not pay any tax and the burden cannot be shifted to the 
enorce since the tax is related to the income of the 
person who received the education benefits. 

c) The individual is given access to income when he needs 
it and he can repay it when he can afford it. 

d) The tax will increase the volume of revenue available to 
post-secondary education and will reduce the degree of 
necessary government support. 

However, there are several disadvantages to the proposal as 

well ;: 

de) It is income directed and exempts from taxation the non- 
income benefits. 

ad) It exempts those who elect not to earn an income. 

it) The rate of tax on income earners may have to be high to 
recover the costs incurred by those who do not earn an 
income. 

iv) The tax does not take into account individual effort 
involved in the educational process. 

Notwithstanding these disadvantages, however, the income- 

Boke plan has a great deal of support as a method of widening 
choice in education by providing a means of tnaneine students rather 


than institutions at present tuition levels. 
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SLL. Conclusion 
Overriding all of the above options is a policy decision which 
- includes the following elements 
- should a greater portion of the cost burden of education be 
shifted to the students? 
- what consideration should be attached to the students' own 
financial resources? 
Senould a proposal be national in scope, applying uniformly 


to all students enrolled in post-secondary education? 
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APPENDIX C 


FOREIGN STUDENTS 


A number of provinces have expressed concern about the cost 
to them of educating foreign students in their universities, although 
only Quebec has actually considered implementing different fees for 
"out-of-province" students. The distribution of foreign students 
amongst the provinces is, according to the Peitchinis Report, relative- 
ly even: in eight of the provinces (excluding Saskatchewan and 
Newfoundland) they range from 4 to 7 percent of total full-time enrol- 
ment. 

At present, neither the federal government nor the provincial 
governments appear to have a clearly identifiable policy with regard to 
the education of such students: the number which are to be admitted, 
the level of the studies for which they are admitted, their distribution 
amongst the provinces, and the problem of financing their education. 
Does the federal government have an international obligation towards 
these students as part of its foreign aid? If so, does it have the 
sole responsibility for their education? 

As with the issues of university research and student assistance 
the responsibility for these students remains undetermined and may be a 


subject of serious consideration in the federal-provincial negotiations. 
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